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| THE TICKER | MUSEUM NEWS 


MoAF Education Programs Reach More 
Than 1,500 Teens and Adults This Summer 


THE SUMMER is typically a slow period for 
public events and lectures at museums, 
and our Museum is no exception. Yet, 
although we take a break from author talks 
and panel discussions in July and August, 
our public education programs kick into 
high gear. This year, our two financial 


Message to Members 


education series—run in partnership with 
the New York Public Library’s Thomas 
Yoseloff Business Center—reached more 
than 1,500 teens and adults over the first 
four weeks of the summer alone. 

Our “Investing A to Z” financial educa- 
tion series for adults debuted in 2021 with 
several university professors, finance pro- 
fessionals and senior-level staff from indus- 
try associations teaching courses ranging 
from “Investing in Stocks” and “Invest- 
ing in Bonds” to “Understanding Mutual 
Funds & ETFs.” The series has become a 
staple of our adult investor education offer- 
ings, with more than 5,500 individuals par- 
ticipating in these programs to date. I teach 
the culminating class in the series, with an 
“Origins of the Capital Markets” program 
featuring many interesting documents and 
objects from the Museum’s collection. This 
program is coming up on August 29 at 
noon, and registration is available at www 
-moaf.org/AtoZ. 

In addition to the “Investing A to Z” 
series, we launched a public version of the 
Museum Finance Academy (MFA)— our 
signature personal finance course geared 
towards teens—and had a tremendous 
turnout for the pilot series of this program 
[see article, page 5]. Both the “A to Z” and 
“MFA at NYPL” series were offered for 
free on a weekly basis beginning in July. 


They were both taught in a virtual for- 
mat, enabling participants to attend from 
across the country and around the world. 

This summer I also had the opportu- 
nity to teach my “Origins” class to several 
corporate groups, including Virtu, First 
Manhattan, Broadridge and Dow Jones. 
Please contact me if you are 
interested in booking a pro- 
gram for an employee, intern 
or client group. 

We are also now gearing 
up for an exciting lineup of 
programs this fall, many of 
which will again be offered in partner- 
ship with our good friends at the Ford- 
ham University Gabelli Center for Global 
Security Analysis. Our fall programs will 
include a variety of virtual and in-person 
lectures and panel discussions, including 


=) Nee Mare 


award-winning financial journalist and 
author Diana B. Henriques on her new 
book, Taming the Street (September 21, vir- 
tual); financial executive and author Joseph 
Calandro, Jr. on “The Credit Cycle: Chal- 
lenges & Solutions” (September 28, virtual); 
Nobel laureate Edmund Phelps on My 
Journeys in Economic Theory (October 10, 
in-person); and Robert D. Arnott, founder 
and chairman of Research Affiliates, in 
conversation with financial journalist Con- 
suelo Mack (October 24, in-person). 

Several additional events are in the 
planning stages, including an in-person 
panel discussion on “The Future of Money 
and Digital Assets” in November. Stay 
tuned to our website and social media 
(@FinanceMuseum) for more informa- 
tion on all of these programs. I hope to see 
many of you this fall. $ 


MoAF President David Cowen and Trustee Chris Perry with the Museum's 
1792 George Washington Bond at a presentation to Broadridge employees. 
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Broadridge 


MUSEUM NEWS | THE TICKER | 


Five High School Students Awarded 
MFA Merit Scholarships 


THE MUSEUM OF AMERICAN FINANCE is 
proud to announce that five outstand- 
ing students have received the Museum 
Finance Academy (MFA) merit scholar- 
ships for the Spring 2023 semester. The 
MFA isa free five session personal finance 
certificate course for 11th and 12th grad- 
ers with the goal of teaching students to 
aspire to financial independence through 
developing an appreciation for savings, 
establishing financial goals and learning 
to avoid scams. 

Lina Lin, a 17-year-old senior at Man- 
hattan Hunter Science in New York, 


The Museum is proud to announce that 


received the top scholarship award of 
$1,000. In the fall, she will study Econom- 
ics, Finance and Statistics at Yale Univer- 
sity and aspires to start her own company 
and pursue a career in financial manage- 
ment, investment banking, consulting and 
philanthropy. 

The other four top achievers in the 
MFA program received scholarships of 
$500 each. They include Caleb Lin, a 
16-year-old junior at Stuyvesant High who 
plans to major in Business or Finance; 
Colin McKenzie, a 17-year-old junior at 
Iona Preparatory School in New Rochelle, 


New York, who plans to study Business 
Analytics in college; Yuchen Pan, a senior 
at Stuyvesant High School, who will be 
a first-generation college student and 
intends to pursue a joint-major in Biol- 
ogy and Business; and Charlotte Patricot, 
a 17-year-old senior at Mamaroneck High 
School, who will attend Clemson Univer- 
sity in the fall, where she will study Com- 
munications and Business. 

The Museum is extremely proud of all 
the students who successfully completed 
the Spring 2023 MFA and earned their 
certificates in personal finance. $ 


(left to right) Lina Lin, Caleb Lin, Colin McKenzie, Yuchen Pan and Charlotte Patricot 


have earned merit scholarships as top achievers in the Spring 2023 semester of the Museum Finance Academy. 


Museum and New York Public Library 


Partner on Summer MFA Course 


THIS SUMMER, the Museum partnered 
with the New York Public Library’s 
Thomas Yoseloff Business Center to bring 
the popular Museum Finance Academy 
(MFA) to a broader public audience with 
free, virtual sessions held every Wednes- 
day in July. 

The sessions, held virtually and taught 
by Museum educator Chris Meyers, 
attracted more than 600 teens from across 


the country and around the world. The 
programs offered the same content as 
the Spring and Fall MFA courses, with 
the ability to pick and choose sessions of 
interest and without the certification or 
scholarship opportunities. 

The Summer 2023 MFA program was 
run as a pilot to gauge interest in future 
public courses aimed at an audience of 
teens and young adults. $ 


New York 


Public 
Library 
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| THE TICKER | MUSEUM NEWS 


MoAF Launches Video Series with Founder John Herzog 


THIS SUMMER, the Museum launched a 
six-part oral history video series with its 
founder and chairman emeritus, John 
Herzog. In the videos, which were filmed 
in November 2022 by the Museum and its 
collection digitization partner, Heritage 
Werks, Herzog recounts the founding and 
early history of the Museum, as well as its 
more modern history and potential for 
future growth. 

Herzog first conceived of the Museum 
of American Finance after the Crash of 
’87, when the market plunged a staggering 
508 points—22.6% in one day. As a part- 
ner in a major NASDAQ market making 
firm, Herzog Heine Geduld, he saw the 
reaction first-hand: “The trading room 
was chaos, everyone shouting, the turret 
lights all lit, tempers short and frustration 
high; an image of confusion and stress 


hard to improve upon. Everyone was in 
shock. NPR reported the dollar’s plunge 
against the yen and more data and ques- 
tions came from all directions.” 

Herzog recalled vividly his parents’ les- 
sons from having lived through the stock 
market Crash of 1929 and Great Depres- 
sion years and realized that the lessons 
from the past were completely forgotten. 
“What was missing in the confusion and 
panic during 1987 was historical perspec- 
tive. I wanted to contribute to people’s 
enhanced understanding of the capital 
markets through the history of our amaz- 
ing American financial experience.” 

Herzog had nearly 30 years in the trad- 
ing business, and his wife, Diana, headed 
R.M. Smythe & Co., a numismatic auc- 
tion firm also owned by him. With that 
background and a collection of financial 
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memorabilia he began “the museum proj- 
ect” in 1988 with a retrospective exhibit in 
the US Custom House at Bowling Green. 
That exhibit traced the history of Ameri- 
can finance from the South Sea Company 
in England to the Liberty Loan bond 
drives of World War I. Herzog wanted to 
make it possible for people to see, expe- 
rience and understand the US markets 
in richer context. In the fall of 1989, the 
original exhibit celebrating US Treasury 
Secretary Alexander Hamilton attracted 
6,000 visitors, and the Museum was orga- 
nized with tax-exempt status, a Board of 
Trustees and a provisional charter. The 
Museum was on its way. 

The oral history video series is now 
available on the Museum’s website at www 
-moaf.org/origins, as well as its YouTube 
channel @FinanceMuseum. $ 


MoAF FounDER 
JOHN HERZOG: 


AN ORAL History 


MOAF.ORG/ORIGINS 


OF AMERICAN 
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CONNECTING WITH COLLECTIONS 


Forbes ASAP: Magazine of the Dot-Com Era 


By Sarah Poole 


NEW TECHNOLOGIES have _ historically 
resulted in corresponding booms and busts. 
Historical examples include bubbles in tele- 
graphs and railroads. At the turn of the 21st 
century, though, it was the “dot-coms.” 

The Internet solidified its footprint in 
the modern home over the course of the 
1990s. By the second half of the decade, 
home computer use was on the rise and 
the nation was becoming more intercon- 
nected than ever before. Taking advan- 
tage of timely low interest rates, pioneer- 
ing entrepreneurs created new businesses 
with the hope of using this new platform 
to reach consumers. These dot-com start 
ups consisted of web services that offered 
information, digital content and retail ser- 
vices directly to customers, often earning 
additional revenue from advertising. Fren- 
zied venture capitalists and speculators 
invested in dot-coms in droves, hoping to 
cash in on the businesses they envisioned 
becoming successful household names. 

The dot-com market grew rapidly 
between 1995-2000. The Nasdaq Com- 
posite index, which was dominated by 
technology companies (64%), grew 800% 
over that time period. It peaked on March 
10, 2000 at 5,132.52 and closed at 5,048.62. 
Due to a confluence of factors including 
rising interest rates, overspending and 
losses by start-ups and global economic 
events, the market cooled quickly. By 
2002, the Nasdaq Composite dropped 
78%, hitting its low point of 1,114 on Octo- 
ber 9. Some companies, such as Amazon 
and Google, weathered the storm and 
remain leaders in the market to this day. 
Other giants of the time, such as Pets.com 
and its infamous sock puppet mascot, 
failed as quickly as they rose to fame. 

One of the first of its kind, Forbes ASAP 
magazine was created in 1992 to cover the 
burgeoning Internet industry. This issue 
from the Museum’s collection, dated May 
29, 2000, offers scathing commentary on 
the declining state of dot-com investing. 
It uses a satirical cartoon of Bart Simp- 
son from the hit TV show The Simpsons, 
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leaning on stacks of money from his web- 
site, Bucks2Bart.com. The character Mr. 
Burns can be seen hauling a bag of his 
money, presumably to invest in the start- 
up. The caption mocks, “Cool Investment, 
Dude!” above headlines about “Venture 
Capital in Crisis.” 

Like the industry it reported on, Forbes 
ASAP also saw a decline in special interest 


reporting on the business of the Internet. 
The Forbes family announced on October 
3, 2002 that it would cease publishing the 
magazine, stating, “There is no market for 
a dedicated new economy publication.” 
The novelty of a new industry had worn 
away, but through hindsight we know that 
dot-coms were here to stay. $ 
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EDUCATORS’ PERSPECTIVE 


JULY 4, 2023 marked the 151st birthday of 
Calvin Coolidge. 100 years ago, on August 
3, 1923, he became the 30th President of the 
United States. Coolidge was frugal with 
money and sparing with words, but there 
was much more to the man who assumed 
the presidency upon the death of Warren 
Harding. Among other things, he was the 
presidential poster child for the prudent 
management of personal finances. 

During his political life, Coolidge con- 
scientiously made himself an example 
for his constituents as he pursued the 
dual goals of lowering taxes and reduc- 
ing government spending. Cost cutting 
and budgeting were regular practices in 
Coolidge’s life. As President, he scoured 
the federal government for potential sav- 
ings and was ridiculed for his policy that 
allowed only one pencil to be issued at 
a time; if the pencil was not used down 
to the eraser, government workers were 
required to return it. The Coolidge admin- 
istration also discouraged excessive corre- 
spondence. A card distributed to the desks 
of Department of Agriculture clerks read: 


Government Correspondence Costs 
26¢ per letter. Help Reduce the Cost. 
Write Fewer Letters. Write Briefer 
Letters. 


Portrait of Calvin Coolidge, 1919. 


The Personal Finances of Presidents, 
Part 4: Calvin Coolidge 


It is difficult to conceive a person finding himself in a situation which 
calls on him to maintain a position he cannot pay for. Any other 
course for me would have been cut short by the barnyard philosophy 
of my father, who would have contemptuously referred to such action 
as the senseless imitation of a fowl which was attempting to light 
higher than it could roost. There is no dignity quite so impressive, 
and no independence quite so important, as living within your means. 


There were no lengths to which the 
President would not go to reduce spend- 
ing at the federal level. Coolidge kept a 
close eye on the White House budget and 
often clashed with housekeepers and other 
staffers as he sought to curb spending. 
Since he practiced what he preached to the 
American people about reduced spending, 
staff protests left him unfazed. 

Coolidge’s father instilled thrifty habits 
in his son at an early age. Vermont’s rocky 
soil yielded little monetary reward and 
frustrated the hopes and dreams of many 
New Englanders. John Coolidge under- 
stood that his meager assets would grow 
only with careful husbanding. Neverthe- 
less, the elder Coolidge gladly invested 
in his son by financing his education and 
continuing to send money to him as late as 
1908 after Coolidge’s second child, Calvin, 
Jr., was born. 

For most of his adult life, Coolidge 
rented a duplex in Northampton, MA. 
He and his wife Grace returned to this 
humble abode at the end of his presidency 
in 1929 for a short time, but they soon 
realized it did not meet the needs of a 
former President. In early 1930, Coolidge 
purchased a 12-room house known as the 
Beeches on acreage in a nicer part of town. 
He paid $45,000 cash for the property. The 
new home boasted a tennis court, a swim- 
ming pool and much needed privacy. 
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—Calvin Coolidge 


Modern financial planners might look 
askance at Coolidge’s late life purchase 
of a first home, but it was actually a wise 
financial decision for the time. Today, 
most mortgages are amortized loans that 
slowly pay off the principal of the loan 
and leave the owner of the mortgage in 
full possession of the house after the last 
payment has been made. Additionally, 
interest paid on a mortgage is tax deduct- 
ible, as it has been since the introduction 
of the federal income tax in 1913. Coolidge, 
of course, could not have benefited from 
the income tax deduction until at least 1913 
and then only if he made enough money 
to be subject to the tax.! 

Most home loans prior to the 1930s were 
short-term, interest-only loans, which had 
to be renegotiated at maturity in order 
to avoid a huge balloon payment of the 
entire principal of the loan. Oftentimes 
the new loan was renegotiated at a higher 
rate of interest. Since those who borrowed 
to purchase a home were usually unable to 
pay down the principal on their interest- 
only loans, they were no better off than 
a renter. In Well Worth Saving, authors 
Fishback, Rose and Snowden point out 
that, “Mortgages were not used nearly 
so widely in 1920 as they are today. Only 
41% of the nation’s non-farm housing 
units were owner-occupied in that year, 
and only 40% of those properties were 


mortgaged.” Thus, most home purchases 
prior to the 1930s were made with cash. 
Homeownership was out of reach for 
most American families, including the 
young Coolidges. 

The Coolidge Family Financial Papers 
held by the Vermont Historical Society 
give us a detailed look at Coolidge’s sav- 
ing and investing activity for the years 
1915-1932. A disciplined saver, Coolidge 
had over $43,000 in 12 different savings 
banks in New England by 1925.7 He was 
also a frequent purchaser of US govern- 
ment Liberty Bonds, purchasing $50,000 
par value, 4.25% bonds on April 3, 1928; 
$50,000 on September 15, 1928; $50,000 
on September 29, 1928 and $100,000 on 
November 20, 1929. He also invested in 
bonds from corporations such as Ameri- 
can Agricultural Chemical Company and 
Brooklyn Manhattan Transit Corporation. 

Coolidge was especially fond of pre- 
ferred stock. In September 1926, President 
Coolidge purchased 100 shares of Allis 
Chalmers preferred and 100 shares of 
Mack Truck 2nd preferred.’ Although a 
relatively high level of risk aversion biased 
Coolidge towards investing in fixed assets 
and preferred stock, he occasionally took a 
risk on common stock. 

The earliest recorded stock purchase 
found in the Coolidge Family Financial 
Papers was on March 29, 1915, when 
Coolidge purchased 100 shares of Ana- 
conda Copper Company for $29 a share. 
He continued to purchase shares of Ana- 
conda Copper, adding 50 shares at the end 
of 1916 and 50 shares in 1918. In 1918, he 
also purchased US Steel common stock. 
Coolidge was a typical buy-and-hold 
investor, selling both his Anaconda Cop- 
per shares and his US Steel shares in 1928. 

Biographer Robert Sobel uncovered 
several letters from Coolidge to his father 
where Coolidge gave his father stock 
tips. These letters indicate that Coolidge 
was trading stocks well before 1915. For 
instance, in a 1908 letter, Coolidge recom- 
mended railroads and copper stock to 
his father and advised, “There will come 
a time when it is best to sell and take 3% 
percent in a safe bank... It is very likely 
these [railroad and copper stocks] will 
drop off 10 or 15%—not points—but there 


EDUCATORS’ PERSPECTIVE 


President Calvin Coolidge shakes hands with a boy, August 24, 1925. 


is the same likelihood they will thereafter 
go higher than they are now.” 

Of all Coolidge’s biographers, Amity 
Schlaes provides the most complete pic- 
ture of Coolidge’s finances. She relates 
the story of Coolidge’s purchase of 3,000 
shares of Standard Brands: 


He purchased shares in Standard 
Brands, a new company consolidat- 
ing retail companies such as Fleis- 
chmann’s Yeast and Chase & San- 


Morgan’, brought Coolidge in on the 
initial public offering. Both invest- 
ment houses and the Wall Street 
Journal editors had long deemed 
retail food companies “depression- 
proof.” Food was something peo- 
ple had to buy, the reasoning went. 
Going long on yeast, a food product 
used to make beer, was a mischievous 
way to bet that Prohibition might not 
always hold. 


born, the coffee and tea company. 
[Dwight] Morrow’s old firm, J.P. 


Coolidge purchased his shares on Sep- 
tember 5, 1929 and sold them on April 3, 
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Library of Congress. Calvin Coolidge Papers: Series 1: Executive Office Correspondence, 1923-1929. 
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R. L. DAY & Co. BOsTON,__Sept 7 1926 


35 CONGRESS STREET 
Members of Boston and New York Stock Exchanges 


Hon Calvin Coolidge 


WE HAVE THIS DAY BOUGHT FOR YOUR ACCOUNT AND RISK: 


ia ablaedla ; if PRICE AMOUNT > |e CoM. j iINTERERT NET AMT, 
| 
| 
| | 
100 shs Allis Chalmers pfd 209 1/2! 10950 26 
_2 days int @5% 3065 10978 O6 


INTEREST ON BONDS !S COMPUTED TO DATE OF BILL. IF PAYMENT IS NOT MADE AT THAT TIME, INTEREST AT COUPON RATE TO DATE 
OF PAYMENT SHOULD BE ADDED. IN CASE OF DELAY IN PAYMENT FOR STOCKS, INTEREST AT 6% SHOULD BE ADDED, 
PLEASE GIVE FULL NAME (INCLUDING PREFIX “MISS8" OR “MRS") AND ADDRESS FOR STOCK CERTIFICATES. 


RESPECTFULLY, 


R. L. DAY & CO. 


Receipt from Calvin Coolidge’s broker for the purchase of Allis Chalmers preferred stock in 1926. 


oo 
$424..022.. “par amount 


CO SAFEKEEPING 


(1 TO COVER SALE ) vo” y 
TO SEND rote: Z hs ‘Leos. Gee eto, 


on 4 Coping ee = ° 


2S) gheemenenenen. fi eras revevnnanvewganrasesevemenete 


t 


OKTHAMPTON 


Receipt for $100,000 par Liberty Bonds sent to Thomas Cochran at J.P. Morgan. 
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1930, for a loss of over $21,000. The Great 
Depression took J.P. Morgan’s “depres- 
sion-proof stock” tip and turned it into 
a loser. 

Since he didn’t own a house, Coolidge 
sometimes used his stock holdings as col- 
lateral for loans from the local bank in 
Northampton. For instance, 50 shares of 
US Steel common stock were used as col- 
lateral for a 1918 loan of $1,825 with an 
annual interest rate of 6%. The loan was 
fully repaid by the end of 1928. 

According to Coolidge biographer Don- 
ald McCoy, Coolidge’s finances improved 
considerably during his time in Washing- 
ton, DC: 


His income rose and he saved large 
amounts of it. His bank interest and 
stock dividends increased steadily 
from $1,194 in 1921 to $10,483 in 
1928, which would indicate cash 
investments of between $20,000 
and $30,000 in 1921 and between 
$200,000 and $250,000 in 1928. Most 
of his capital was earned from his 
vice presidential and presidential 
salaries with the remainder coming 
from...speeches, writings and lands. 


Sobel estimates that Coolidge left the 
presidency with about $400,000 in assets 
and had no need to work after leaving 
the White House. Nevertheless, Coolidge 
began a lucrative writing career in his 
post-presidential years, earning hundreds 
of thousands of dollars. According to 
Sobel, Coolidge’s syndicated newspaper 
column “Calvin Coolidge Says’—which 
ran from July 1, 1930 to June 29, 1931— 
earned Coolidge $203,045. “In contrast,” 
writes Sobel, “his presidential salary had 
been only $75,000, plus $25,000 for travel, 
and use of the White House and the presi- 
dential yacht, Mayflower.” 

While Calvin Coolidge will never crack 
the top 10 list of the nation’s best Presi- 
dents, he managed the nation’s finances 
effectively and reduced the national debt 
that had ballooned during the first World 
War. In his personal life, Coolidge devel- 
oped good financial habits early. These 
habits allowed him to save money even 
when his income was low and enabled 
him to manage his wealth as it grew. 


Though many consider him to be one of 
the most peculiar Presidents in history, 
they would be hard pressed to find a bet- 
ter example of an effective manager of 
personal finances. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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Notes 


1. Ina New York Times article entitled “Who 
Needs the Mortgage-Interest Deduction?” 
Roger Lowenstein writes, “The first mod- 
ern federal income tax was created in 
1894. Interest—all forms of interest—was 
deductible; the Supreme Court, however, 
quickly ruled that the tax was unconsti- 
tutional. In 1913, the Constitution was 
amended and a new income tax was 
enacted. Once again, interest was deduct- 
ible.” Lowenstein also notes that “the tax 
excluded the first $3,000 (or for married 
couples, $4,000) of income; less than one 
percent of the population earned more 
than that.” 


2. Amity Schlaes writes, “Coolidge had 
always prepared for [bank crashes] by 
banking at multiple institutions. At the 
time of his father’s death [March 18, 1926], 
John, Coolidge, and Coolidge’s son John 
had maintained deposits, all of a hundred 
or a few thousand each, in more than 20 
local banks, from the Springfield Sav- 
ings Bank of Springfield, Vermont, to the 
Nonotuck Savings Bank in Northampton 
or the Amherst Savings Bank.” 


3. US Presidents are not prohibited from 
trading stocks while in office. Lyndon 
Johnson was the first President to use a 
blind trust while he was in office in order 
to avoid perceived conflicts of interest, 
and most Presidents since Johnson have 
followed suit. 


4. Morrow and Coolidge were classmates 
at Amherst College from 1891 to 1895. 
Morrow went on to become a partner at 
J.P. Morgan in 1914. The close relation- 
ship between Morrow and Coolidge gave 
Coolidge an in with the firm and led to his 
inclusion on a list of J.P. Morgan custom- 
ers who were given special discounts on 
shares of stock. When the list was revealed 
in the 1930s, Coolidge was unapologetic 
about his inclusion on it. 
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Panic of 1819, Silicon Valley Bank 


* 
Ww 


and the Danger of Bank Runs 


By Elliot Chambers and Mark Higgins 


“The Bank bubbles are 
breaking...the merchants 
are crumbling to ruin, 
the manufacturers 
perishing...there seems 
to be no remedy but time and 
patience, and the changes of events 
which time affects.” 


President John Quincy Adams 


On MARCH 10, 2023, the FDIC placed 
Silicon Valley Bank (SVB) in receivership 
after depositors drained their accounts in a 
classic bank run. SVB’s failure also exposed 
a systemic vulnerability in the US banking 
system. Depositors with balances exceed- 
ing the FDIC insurance cap of $250,000 


Representatives (left to right) French Hill, Blaine 
Luetkemeyer, Bill Huizenga and Ann Wagner 
attend the House Financial Services Committee 
hearing titled “The Federal Regulators’ Response 
o Recent Bank Failures,” on March 29, 2023. 
artin Gruenberg, chairman of the Federal 
Deposit Insurance Corporation; Michael Barr, vice 
chair for supervision of the Board of Governors 
of the Federal Reserve System; and Nellie 
Liang, undersecretary for Domestic Finance, US 
Department of the Treasury, testified. 


suddenly had a rational incentive to with- 
draw funds. Realizing that a full-blown 
run on the banking system was imminent, 
the Fed quickly invoked Section 13(3) of 
the Federal Reserve Act and created an 
emergency lending facility to back unin- 
sured depositors. The quick response has 
thus far prevented a catastrophic financial 
crisis, although a series of downgrades by 
Moody’s on August 8, 2023 demonstrates 
that risks in the banking system remain. 

Throughout history, financial poli- 
cymakers have used lessons from prior 
financial crises to prevent recurrence. The 
challenge, however, is that after each suc- 
cessful intervention, people begin ques- 
tioning the necessity of the resulting safe- 
guards. Over time, skepticism intensifies 
as the memory of past crises steadily 
disappears from the collective conscious- 
ness. The only reliable solution is to regu- 
larly revisit the past and re-learn the les- 
sons that Americans in the past acquired 
through the more memorable experience 
of suffering. 

This article recounts the Panic of 1819, 
which is a long-forgotten financial catas- 
trophe. The Panic was caused by the con- 
vergence of several powerful economic 
currents, but the devastation was sig- 
nificantly amplified by the unconstrained 
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spread of bank runs. Americans suffered 
a painful and long-lasting depression in 
the early 1820s, yet they failed to create 
adequate safeguards in the aftermath. As a 
result, similar catastrophes occurred in the 
1840s and 1930s. In 2008, the United States 
used lessons from the past to prevent 
the nation’s fourth Great Depression-level 
event. Several lessons were also used in 
March 2023 to contain the damage of the 
SVB bank run. 


The Panic of 1819 


“The demand for lands since the 
Ist of July seems as great as ever; 

all payments are made in the 
Mississippi Stock—which is sold at 
25 percent discount...the demand 
for lands is so great I have not time 
within office hours to attend to my 
returns or books.” 


Nicholas Gray, Land Office Clerk, 1816 


In the aftermath of major financial crises, 
politicians, members of the media and 
the public at large tend to blame a small 
group of “bad actors.” This disguises the 
truth that large-scale financial crises only 
happen when multiple, powerful market 


Tom Williams/CQ-Roll Call, Inc. viaGetty Ima 


forces converge—which requires wide- 
spread participation. 

The Panic of 1819 was caused by three 
major drivers that collided in the 1810s. 
The set-up began in February 1811 when 
Congress failed to renew the 20-year char- 
ter of the nation’s first central bank, the 
First Bank of the United States. The Bank’s 
disappearance created a void in credit 
markets. State-chartered banks prolifer- 
ated and quickly filled the void, but they 
were lightly regulated and lacked the pro- 
tection of a lender of last resort.! 

The second factor was trade related. 
On March 23, 1815, the British Parliament 
received royal approval for the Corn Laws, 
which placed steep tariffs on US agricul- 
tural exports. 

The third and most powerful factor 
was climate related. On April 10, 1815, Mt. 
Tambora exploded in the largest volcanic 
eruption in recorded human history. The 
volcano emitted a massive cloud of sul- 
fur dioxide, which repelled sunlight and 
cooled global temperatures. The effects 
were especially pronounced during the 
summer of 1816, which was dubbed the 
“Year without a Summer.” Europeans 
suffered widespread crop failures, which 
drove sharp increases in wheat and cotton 
prices. Great Britain suspended the Corn 
Laws to prevent its citizens from starving. 


America’s First Real Estate Bubble 


Agricultural yields in the United States 
declined during the “Year without a Sum- 
mer,” but the crops that were salvaged 
were of high quality. No longer impeded 
by the Corn Laws, American farmers 
exported wheat and cotton at exception- 
ally high prices. In 1814, American farm- 
ers sold wheat for an average of $1.48 per 
bushel; by 1817, prices climbed to an aver- 
age of $2.41 per bushel. 

Drawn by enormous profits, American 
farmers and speculators purchased farm- 
land aggressively in the midwestern states 
(Figure 1 shows an example of increased 
land purchases), and state-chartered banks 
lent liberally and with little concern for 
borrowers’ capacity to repay. Everybody 
assumed that crop prices would remain 
at elevated levels for many years. Nobody 
realized that Mt. Tambora had caused the 
temperature to drop, much less that natu- 
ral processes would quickly remove sulfur 
dioxide from the atmosphere. Global tem- 
peratures returned to normal within a few 


FIGURE 1: Total Washington County Land Sales in State of Mississippi (1814-1817) 
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Source: Malcolm J. Rohrbrough, The Land Office Business: The Settlement and Administration of American 
Public Lands, 1789-1837 (London: Oxford University Press: 1968). 


years, and crop yields rebounded. When 
they did, overplanting produced record 
harvests that far exceeded global demand. 


A Rough Start for the Second Bank 


On April 10, 1816, Congress reintroduced a 
central bank with the approval of a charter 
for the Second Bank of the United States. 
The goal was to restore the stability of US 
currency, but this proved more difficult 
than anticipated. After the “Year without 
a Summer,” state-chartered banks issued 
bank notes recklessly, and several branches 
of the Second Bank initially engaged in 
similar behavior. As a result, the value of 
bank notes circulating in the United States 
far exceeded specie reserves.’ 

By late 1817, wheat and cotton prices 
were in freefall, and Britain reinstated the 
Corn Laws to protect domestic producers. 
By 1819, wheat sold for $1.34 per bushel, 
and in 1821 it averaged only $0.88. The 
prices of farmland soon followed the col- 
lapse of agricultural prices, as farmers and 
speculators valued land based on future 
cash flow expectations. Unable to cover 
loan payments, farmers and speculators 
began defaulting in large numbers. 

In early 1818, the Second Bank was 
barely able to maintain adequate specie 
reserves to honor bank note redemptions. 
In an effort to repair its balance sheet, 
the Second Bank aggressively redeemed 
state bank notes for specie, called in loans 
and borrowed specie from abroad. These 
activities intensified when the US Trea- 
sury demanded a withdrawal of $2 million 
in specie to fund a scheduled principal 


payment to holders of Louisiana Purchase 
bonds that were issued in 1803. The actions 
of the Second Bank were equivalent to a 
sharp tightening of monetary policy dur- 
ing a time in which the US economy was 
under intense pressure. 


Panic and Depression 


In 1819, the contractionary monetary poli- 
cies of the Second Bank amplified the 
effects of declining crop prices and land 
values. State banks throughout the nation 
suspended specie redemptions and many 
were forced into insolvency. The Second 
Bank lacked the ability to serve as a lender 
of last resort, which allowed bank runs to 
spread. Statistics are imprecise, but it is 
estimated that the rate of bank failures in 
the aftermath of the Panic of 1819 rivaled 
those of the Great Depression in the 1930s. 
By 1822, more than 80 state banks had 
closed, and the value of bank notes in 
circulation contracted by more than 50%. 

Tight monetary conditions forced thou- 
sands of businesses and individuals into 
bankruptcy, and the nation descended 
into a painful depression that lasted until 
the mid-1820s. It is difficult to capture the 
anguish of the depression because statis- 
tics are scarce, but one of the more reliable 
metrics is per capita GDP, and estimates 
are that it was cut by nearly 50% between 
1814 and 1824. 


Post-COVID-19 Policies and Inflation 


Two hundred years have passed since 
the Panic of 1819, making it forgivable 
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The Dark Side of 
Financial Stability: 
The Forgotten Misery 
of a Major Depression 


“People are less happy 
about the state of affairs 
than they were when things 
were way tougher. It’s weird 
for somebody my age, 
because | was in the middle 
of the Great Depression 
when the hardship was 
unbelievable.” 


Charlie Munger 


The United States has experienced 
three Great Depression-level events in 
its 235-year history. The depression fol- 
lowing the Panic of 1819 was the first, 
and the Great Depression in the 1930s 
was the last. 


Fiscal and monetary policy innova- 
tions have prevented subsequent 
depressions, but a dangerous side 
effect is that many Americans fail to 
appreciate the stability. Not only does 
this negatively affect their happiness, 
but it also encourages behavior that 
invites future financial catastrophes. 
One example is the nation’s refusal to 
deal with its unsustainable spending. 
Armed with the world’s reserve cur- 
rency and guided by a population that 
is increasingly insensitive to depriva- 
tion, Americans continue issuing debt 
to fund benefits they cannot afford. 


The most severe consequences of 
America’s chronic budget deficits likely 
remain in the distant future, but they 
will emerge eventually. America’s debt 
capacity is not unlimited, and if the 
nation loses its ability to borrow on 
attractive terms, future citizens may 

be unable to avoid economic traumas 
from which their parents were spared. 
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that few Americans can recite the lessons. 
But this knowledge gap is less excus- 
able for financial executives and poli- 
cymakers. A critical part of their job is 
detecting and mitigating risks early, and 
developing familiarity with past financial 
crises is essential to their success. During 
the COVID-19 pandemic, many financial 
leaders failed because they restricted their 
knowledge to the more recent past. 


A Misplaced Faith in Low Rates 


In Ernest Hemingway’s classic, The Sun 
Also Rises, when a character is asked how 
he went bankrupt, he responds, “Iwo 
ways. Gradually and then suddenly.” 
Many bank failures follow a similar path. 
The set-up for the SVB run can be traced 
to the Global Financial Crisis (GFC) in 
2008. The Federal Reserve responded to 
the GFC by enacting monetary policies 
that were highly accommodative to eco- 
nomic growth. These policies contributed 
to low unemployment and low inflation 
that lasted for nearly a decade. Economic 
growth during this period remained rela- 
tively muted, but this is typical after the 
collapse of a debt-fueled asset bubble. 

The extended period of low and stable 
interest rates anchored many investors’ 
expectations regarding the future trajec- 
tory of rates. Few envisioned a scenario 
in which the Fed would suddenly reverse 
its long-standing dovish philosophy. In 
December 2015, the Fed appeared to shift 
modestly when it initiated a series of nine, 
25-basis point increases to the federal funds 
rate. The thesis was that the economy was 
more resilient, and it was important for the 
Fed to raise rates above the zero bound to 
restore its flexibility to respond to future 
financial shocks. But the economy proved 
more fragile than anticipated, and the Fed 
cut rates by a total of 75 basis points in the 
summer and fall of 2019. The Fed’s rever- 
sal of its rate increases reinforced inves- 
tors’ perceptions that the Fed’s dovish bias 
would persist. 


A Scared New World 


On March u, 2020, the World Health 
Organization (WHO) declared that the 
COVID-19 virus had metastasized into a 
global pandemic. Seemingly overnight, 
economies throughout the world came 
to a screeching halt. Absent government 
intervention, the US economy would have 
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descended into a self-reinforcing defla- 
tionary spiral ending in depression. Draw- 
ing from the lessons of the GFC, the Fed 
quickly cut rates back to the zero bound 
and the federal government injected sev- 
eral trillion dollars of fiscal stimulus to 
support labor markets, distressed busi- 
nesses and displaced individuals. In ret- 
rospect, many of these measures proved 
to be excessive. Heightened levels of infla- 
tion and speculation were the inevitable 
consequences. 

The financial effects of the COVID-19 
pandemic caught many Americans off 
guard, even though the United States had 
experienced similar events in the past. 
The closest comparable event occurred 
one hundred years ago when Americans 
suffered a similar spasm of inflation and 
speculation following the end of World 
War I and the Great Influenza. The Fed- 
eral Reserve regional banks responded 
by raising rediscount rates by a total of 
225 basis points in the first half of 1920. 
This triggered a sharp recession and brief 
period of deflation in 1921. 

The Fed’s response to COVID-19 mir- 
rored the one that occurred 100 years ear- 
lier. Americans were less surprised by the 
aggressive monetary stimulus in 2020 and 
2021 because most had witnessed similar 
policy responses in 2008 and 2009. But the 
sharp reversal of monetary policy in early 
2022 caught many Americans off guard 
because they assumed that the dovish 
bias of the last 40 years was a permanent 
feature of Fed policy. There was a wide- 
spread failure to comprehend that condi- 
tions in 2022 were fundamentally different 
than they were over the prior 40 years, and 
a dovish bias was no longer feasible. 


An Unanticipated Windfall 
in the Santa Clara Valley 


Commercial banks are critical compo- 
nents of the US financial system, serving 
as essential liquidity sources for indi- 
viduals and businesses. Prior to the pan- 
demic, commercial bank deposits hovered 
around $13.4 trillion and changed little 
from month to month. But after the onset 
of the COVID-19 pandemic, commercial 
bank deposits suddenly increased rapidly, 
as businesses and individuals received 
large stimulus payments and were reluc- 
tant to spend them due to quarantine- 
related restrictions and a desire to bolster 
their savings amid increased economic 


FIGURE 2: Panic of 1819 Timeline of Key Events 


December 14, 1814 


The War of 1812 ends with the 
signing of the Treaty of Ghent. 


March 3, 1811 

The First Bank of the United States closes 
after Congress rejects the renewal of its 
20-year charter, 


June 18, 1812 
The War of 1812 begins when President 
James Madison signs a declaration of 
war against Great Britain. 


March 23, 1815 
The British Parliament receives approval 
for the Corn Laws, which establishes 

trade barriers for American farmers. 


April 1816 
Congress approves 20-year charter 
for Second Bank of the United States. 


1818 


Global temperatures return to normal, agricultural 


the Corn Laws, 


1819 


Summer/Autumn 1816 
Global temperatures plummet by up to 
3 degrees Celsius causing widespread 
crop failures. 


1816-1818 

American farmers seck to expand 
production of wheat and cotton by 
purchasing federal lands. 


April 10, 1815 
Mt. Tambora explodes in the worst 
volcanic eruption in recorded history. 


uncertainty. By April 2022, commercial 
bank deposits peaked at $18.2 trillion, an 
increase of 36% in only two years. 

Commercial banks invested this wind- 
fall by issuing loans and purchasing 
investment securities. SVB was especially 
flush with cash because the bank not 
only received large inflows from stimulus- 
related deposits, but it also received huge 
inflows from technology firms. During 
the darkest months of the pandemic, tech- 
nology innovation seemed to be one of 
the only promising investments. Digital 
health companies promised to re-engineer 
healthcare; social media companies prom- 
ised to rescue people from loneliness; and 
remote working technologies promised to 
keep the gears of industry in motion. Ven- 
ture capital firms responded by investing 
aggressively in a wide variety of technol- 
ogy startups, and a large percentage of the 
new cash injections were deposited in the 
vaults of SVB. 


Silicon Valley Bank Goes Long 


Founded in 1983, SVB had long served as 
the commercial bank of choice for Silicon 
Valley-based technology companies. It was 
unsurprising, therefore, that the flood of 
investment into tech companies was depos- 
ited with SVB. At the end of 2019, deposits 
stood at $61.8 billion, but only three years 
later, deposits ballooned to $173.1 billion. 


All commercial banks struggled to invest 
new deposits, but SVB’s challenge was 
particularly extreme. To win the deposit 
business in the first place, SVB enticed 
customers with aggressive terms and lower 
interest rates on various loan products. 
These terms were helpful in attracting cus- 
tomers initially, but they had limited power 
to keep customers with the bank should 
better rates become available elsewhere. 
Even more importantly, SVB invested a 
significant amount of the deposit windfall 
in long-term, fixed-rate US Treasury secu- 
rities. These investments had little credit 
risk, but they had significant interest rate 
risk in a rising rate environment. 

It is common practice in such situa- 
tions to use interest rate hedges to reduce 
risk. Instead, SVB left these positions 
unhedged, mistakenly assuming that their 
deposits were safe from mass withdrawal. 
As the value of their loan and Treasury 
investment portfolio decreased as inter- 
est rates increased, SVB’s balance sheet 
deteriorated, and the bank was unable to 
offer competitive rates. Depositors could 
plainly see better investment returns else- 
where, and they began withdrawing funds. 


Silicon Valley Bank Goes Under 


On March 9, 2023, several venture capital 
(VC) firms emailed and texted manage- 
ment of their portfolio companies and 


commodity prices plummet, and the British reinstate 


The Second Bank tightens credit to fund a 
balloon payment on the Louisiana purchase 
and restore its specie reserves. 


1823 
Economic recovery begins, 


U.S. enters a deep depression. 


advised them to withdraw funds from 
SVB. VCs were concerned that the failure 
of SVB could result in losses on the por- 
tion of deposits that exceeded the $250,000 
FDIC insurance cap. The moment that 
these firms hit “send,” a catastrophic run 
on SVB was inevitable because the major- 
ity of its depositors had balances exceeding 
the $250,000 FDIC cap. Within 48 hours, 
SVB customers demanded the withdrawal 
of more than $100 billion, which consti- 
tuted more than 50% of SVB’s deposit 
base and was far in excess of its liquid cash 
reserves. On March 10, 2023, the FDIC 
placed SVB in receivership, and by Sun- 
day, March 12, the Federal Reserve invoked 
Section 13(3) of the Federal Reserve Act to 
use its emergency powers to stop the run 
from spreading. 

So, how did this happen? What mis- 
takes did SVB make that other banks 
seemingly avoided? As is almost always 
the case with the collapse of a major finan- 
cial institution, there were multiple fac- 
tors. The following three were especially 
important in the failure of SVB. 


1. Poor Economic Situational Aware- 
ness: SVB management failed to appre- 
ciate that economic conditions in 2022 
were fundamentally different than the 
ones that had persisted over the prior 
40 years. Instead, conditions resembled 
those present in 1919 and 1920. The 
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passage of 100 years makes it under- 
standable that SVB executives initially 
failed to grasp the situation, but their 
dismissal of the Fed’s warnings is less 
excusable. In early 2022, the Fed clearly 
signaled its commitment to a much 
more aggressive monetary policy, often 
referencing the tragic errors that led to 
the Great Inflation of 1965-1982. SVB 
failed to heed these warnings. Instead, 
SVB locked in low rates on a significant 
portion of its loan portfolio by invest- 
ing in long-term, low-yielding fixed- 
rate Treasury bonds, while removing 
interest rate hedges designed to protect 
against rising interest rates. 


2. Inadequate Risk Mismanagement: The 
lack of appropriate risk management at 
SVB was probably its most egregious 
unforced error. SVB did not employ a 
head of risk management for an entire 
year prior to its collapse. This is a seri- 
ous deficiency in any economic envi- 
ronment, but it was especially careless 
during a period of elevated price insta- 
bility and interest rate volatility. 


Silicon Valley Bank 


4 


The Santa Clara headquarters of SVB. 


3. Fumbled Handoff of the Regulatory 
Baton: The Federal Reserve detected 
several deficiencies in SVB’s manage- 
ment practices, but it did not act quickly 
enough to force mitigation. An impor- 
tant contributing factor stemmed from 
the transition of oversight when SVB 
assets crossed the $100 billion mark, 
which is a threshold that triggers the 
enforcement of new regulatory require- 
ments and transitions oversight to a 
new team within the Fed. This transi- 
tion slowed the Fed’s response to SVB 
and contributed to its collapse. 


In summary, the failure of SVB was the 
result of a sharp increase in deposits, poor 
economic situational awareness, deficient 
risk management and a fumbled regulatory 
hand off. When rates increased and the 
economy faltered, technology companies 
began to withdraw deposits, leading SVB to 
experience significant liquidity pressures. 
The forced sale of depreciated fixed income 
assets to satisfy withdrawals created a hole 
in SVB’s balance sheet. The death blow 
came during the week of March 10, 2023 
when a botched effort to raise capital and 
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repair its balance sheet caused depositors 
to panic. When VC firms encouraged port- 
folio companies to withdraw their capital, 
SVB’s fate was sealed. 

SVB was an extreme manifestation of 
a broader problem. Commercial banks 
that fail to properly protect their income 
statements and balance sheets from rising 
rates continue struggling to retain deposi- 
tors. Unable to offer competitive rates 
on deposits, customers withdraw funds 
and re-deposit them in higher yielding 
accounts and money market funds. This 
explains why similar runs occurred at Sig- 
nature Bank and First Republic soon after 


the run on SVB. 


Echoes of the Past 


One of the greatest challenges for financial 
policymakers is proving that their actions 
were necessary when a crisis is averted. 
This is why revisiting the lessons of his- 
tory is so valuable. The experience of 1819 
strongly suggests that had the Federal 
Reserve, FDIC, Treasury and executives 
of large financial institutions failed to act 


Minh Nguyen 


quickly and aggressively in 2023, the bank 
run at SVB would have spread further, 
faster and with much more destructive 
force than most people feared. 

Envisioning counterfactual scenarios 
can also be applied to the past. What 
would have happened if Congress had 
renewed the charter of the First Bank of 
the United States? Would state-chartered 
banks have proliferated throughout the 
1810s? Would land speculation have been 
contained? All evidence from the past 200 
years suggests that the magnitude and 
duration of the depression in the 1820s 
would have been considerably less severe 
if policymakers had a more robust fiscal 
and monetary response. 

There is also an interesting flip side 
to this thought experiment. The most 
haunting question is whether Americans 
would have appreciated the painful con- 
sequences of unconstrained bank runs if 
past generations never allowed them to 
happen in the first place. This is the ques- 
tion that lies at the heart of the issue of 
moral hazard. The experience of extreme 
economic suffering—especially the suffer- 
ing that occurred in the 1930s—inspired 
the creation of many tools and policies 
that prevented the recurrence of major 
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financial catastrophes. But the problem 
is that if people never suffer the conse- 
quences of their bad behavior, they have 
no incentive to stop behaving badly, and 
this can create conditions that invite even 
bigger crises in the future. 

Balancing the benefit of extinguishing 
financial fires early with the cost of allow- 
ing moral hazard to become entrenched 
is a constant challenge for policymakers. 
How much pain should be tolerated in 
the present to prevent potentially more 
painful crises in the future? What is most 
unsatisfying about this question is that we 
simply do not know the answer. 

In 2023, Americans are privileged to 
have access to many valuable lessons 
revealed by the mistakes and sacrifices 
of past generations. In 1819, Americans 
were afforded no such luxury. Almost 
everything was new: a central bank, a 
newly democratic nation and a seemingly 
unbounded frontier of land to the West. It 
is essential that we regularly revisit these 
lessons because many remain transferable 
to the present. Financial crises will always 
be a feature of human civilization. Only 
by comparing the past to the present, can 
we incrementally improve our ability to 
navigate the future. $ 
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Mark Higgins, CFA, CFP? is a finan- 
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tributor to Financial History magazine. 
His book, Investing in US Financial His- 
tory, recounts the full financial history of 
the United States from 1790 to 2023. The 
book will be published in February 2024 
by Greenleaf Book Group. 


Notes 
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The First Bank also lacked the ability to 
serve as a lender of last resort, but it coor- 
dinated with the Treasury to use a sinking 
fund to serve in a similar capacity. 


Specie is a term used to describe the 
commodity for which bank notes were 
redeemable. In the 1810s, specie reserves 
took the form of gold and silver. 

There were an estimated 261 state banks in 
existence at the end of 1819, which would 
mean that roughly 30% of banks failed. 
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By Robert F. Bruner and Sean D. Carr 


AT THE CENTENNIAL of the Panic of 1907, we published an account drawing on our own 
archival research and a synthesis of scholarly studies. Soon followed the Financial Crisis of 
2008, which rekindled scholarly interest in the earlier event. The Panic of 1907 afforded a 
simpler laboratory in which to test theories about the causes, consequences and dynamics 
of financial crises. Subsequently some four dozen articles and books emerged. In the inter- 
est of integrating the new insights into the narrative—and introducing some new research 
insights of our own—we published a revised edition, The Panic of 1907: Heralding a New 
Era of Finance, Capitalism and Democracy (John Wiley & Sons, 2023). New with this edi- 
tion were extensions of coverage to communities across the United States and internation- 
ally, surveys of the long build-up to the Panic and the long “tail” of civic reactions to the 
crisis, profiles of more protagonists and original empirical analyses of causes and dynamics. 
‘The result yields new insights and lessons for analysts of financial crises. 


The Panic of 1907 


The Panic of 1907 progressed in five acts. 
First, an economic recovery from 1897 
to 1906 gathered into one of the largest 
growth spurts in the country’s history: 
business optimism rose, as did leverage 
and strains on the financial system. The 
good times peaked in early 1906, when it 
seemed that nothing could go wrong. 

Second, shocks battered the system. 
As in Greek tragedies, nemesis follows 
hubris. To destabilize a financial system, 
a shock must be real (not cosmetic), large 
and costly, unambiguous and surprising— 
the San Francisco earthquake of April 
1906 surely qualifies. 

Third, trouble broke out among the 
less prepared and more vulnerable finan- 
cial institutions, what in modern parlance 
would be the “shadow financial system.” 
A system is only as strong as its most vul- 
nerable link. Financial institutions on the 
periphery (out of sight and out of mind to 
the rest of the industry) have tended to be 
the vulnerable links. Then trouble traveled 
to other parts of the system through rela- 
tions among institutions and markets. The 
responses to the crisis were initially halt- 
ing because financial systems are complex 
and opaque, and it was difficult for people 
to know what was going on. This bred fear. 

Fourth, the contagion of panic spread, 
at first locally, then nationally and inter- 
nationally. Security prices slumped. Com- 
panies and individuals hoarded cash. Ulti- 
mately, the crisis spilled over into the real 
economy, causing widespread distress and 


A crowd forms on Wall Street during 
the Panic of 1907. 


dislocation in unemployment, bankrupt- 
cies, suspension of activity and a rise in 
various social ills. 

Fifth, J.P. Morgan and US Treasury 
Secretary George B. Cortelyou intervened 
with cash infusions, imports of gold and 
rescues of companies and the stock mar- 
ket. This stanched the contagion. The 
crisis began to ebb—but its ripple effects 
summoned a “new order” of progressive 
sentiment, political power and regula- 
tion. The institutional changes that ensued 
from the Panic of 1907 were as much a 
part of the entire progression of crisis as 
the shocks, instability and spillovers. 


Lessons Updated 


From today’s vantage, the Panic of 1907 
seems dwarfed by larger subsequent events. 
But it was one of the pivotal crises in US 
history. Economic damage of the panic was 
“extremely severe,” according to econo- 
mists Milton Friedman and Anna Schwartz. 
Massive political impact of the panic accel- 
erated founding the US Federal Reserve 
System and ushered out an old guard and 
its orthodoxy, to be replaced by a new gen- 
eration of leaders who held new notions. 
And it stirred controversies that linger on. 
The new (and old) research helps to illumi- 
nate the controversies and yield lessons for 
today. Below are three examples. 


1. Are financial crises momentary epi- 
sodes of “madness” or do they build and 
subside over long timeframes? Should 
one take a “short view” or “long view” 
of crises? 

Charles Mackay’s classic 1841 book, 
Extraordinary Popular Delusions and the 
Madness of Crowds, likened market manias 


| 


Cover illustration from the December 11, 1907 
issue of Puck magazine, titled “Well, for once 
they can’t blame me"The cartoon directs blame 
for the Panic of 1907 away from President 
Theodore Roosevelt and towards “Wall Street,’ 
“overcapitalization” and “crooked business.” 


to sudden seizures. Economists Hyman 
Minsky and Charles Kindleberger viewed a 
crisis as the moment when market eupho- 
ria turns to revulsion. An alternative view 
links crises to systemic strains that grow 
over months and years. For instance, stud- 
ies by Oscar Jorda, Moritz Schularick and 
Alan Taylor (2016) and Ray Dalio (2021, 
2022) affirm the significance of years-long 
economic booms, credit growth and rising 
speculation as integral to crises. 

This narrative of the Panic of 1907, 
spanning some 17 years, sustains the vir- 
tue of the “long view.” It documents the 
extraordinary economic boom, the excep- 
tional expansion of bank lending and 
the concomitant strains on the finan- 
cial system. Furthermore, the narrative 
is extended to many years following the 
epicenter of the panic. Declines in inno- 
vativeness, shifts in voter sentiment, a rise 
in various measures of social dysfunction 
and the advent of the US Federal Reserve 
System were all consequences of the crisis. 

The virtue of the “long view” is displayed 
in Figure 1, which shows that the growth of 
US gross domestic product per capita per- 
formed below trend for years after 1907. 
Economists call this “hysteresis,” which 
means the persistence of slower growth, 
well after the shock that precipitated the 
slowdown. The economic effects of the 
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FIGURE 1: Comparison of US GDP per Capita to Recent Historical Trends 
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Source: From Bruner and Carr (2023) page 221. Authors’ figure based on data in Maddison Project 
Database, version 2020. Bolt, Jutta and Jan Luiten van Zanden (2020), “Maddison style estimates of the 
evolution of the world economy. A new 2020 update” downloaded May 12, 2022, from https://www.rug 
nl/ggdc/historicaldevelopment/maddison/releases/maddison-project-database-2020?lang=en. 


Panic of 1907 and its recession proved to 
be a major setback for the nation. 

The ultimate lesson of taking the long 
view is that a financial crisis is not a 
mere “moment,” but rather a cascade of 
events, behaviors and information prob- 
lems that gather into bank runs, market 
crashes, hoarding, spillovers into the real 
economy and political and social reac- 
tions. To understand financial crises, one 
must follow the entire progression of crisis, 
from early benign conditions that sowed 
the crisis, through to the ultimate recov- 
ery in the economy, polity and society 
that frames a new orthodoxy in thinking. 
Unfortunately, the “short view” ignores 
notable events and forces that summon 
the crisis, as well as the shocks and spill- 
overs that ensue. 


2. Why did the trust companies resist 
acting? 

The Panic of 1907 centered on the 
shadow banks of the day, trust compa- 
nies. J.P. Morgan struggled for weeks to 
organize the trust companies of New York 
City into a mutual assistance system, such 
as the banks enjoyed in the New York 
Clearing House. Again and again, the trust 


companies resisted. The classic treatise 
on collective action by Mancur Olsen in 
1971 argued that the more numerous and 
diverse are the members of a community, 
the more difficult it will be for them to act 
collectively. 

A 2014 study by Bradley Hansen found 
that the New York trust companies in 1907 
were a diverse lot, based on differences 
in business models (wholesale to corpo- 
rate customers versus retail to families 
and individuals). Yet more recent studies 
suggested that market power and affilia- 
tion with Morgan and the financial elites 
explained differences among trust compa- 
nies. An analysis of the gains or losses in 
deposits by the Manhattan trust compa- 
nies confirms Hansen’s view that business 
model, not affiliation, was the significant 
source of difference in the experience of 
trust companies during the crisis. 

This is an important lesson for fight- 
ing modern financial crises. To stop runs, 
panics and crashes requires persuading 
market participants to act collectively 
in a positive way. But it is erroneous 
to see the collective as homogeneous. 
Instead, participants in a market will be 
subdivided by information asymmetries, 
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inefficiencies, risk appetite, interests and 
even ideologies. Thus, to quell a crisis 
requires more than the calming bromides 
uttered by financial and political leaders, 
and instead requires addressing the sub- 
stantive and systemic sources of division 
among important players. A large number 
and diversity of financial institutions can 
impede collective action. 


3. Who mattered more to the resolution 
of the panic, J.P. Morgan or George B. 
Cortelyou? 

Much of the public discourse following 
the panic centered on the actions of J.P. 
Morgan and his circle. And rich archival 
resources document Morgan’s detailed 
actions. On the other hand, US Treasury 
Secretary George Cortelyou mobilized 
substantial resources of the federal gov- 
ernment and left behind data and reports 
that documented a dramatic change in 
government policy toward financial crises. 
Should Cortelyou be granted status as a 
crisis-fighter equal to Morgan? 

Review of Treasury reports reveal that 
on short notice, Cortelyou deposited 
between $54 million and $64 million in 
cash into the national banks across the 
nation, of which a maximum of $34 mil- 
lion went to seven large New York banks. 
Jon Moen and Mary Tone Rodgers esti- 
mate that J.P. Morgan deployed about $96 
million, mainly to distressed institutions 
in New York City. Based on gross com- 
mitments, it appears that Morgan mobi- 
lized more money, but that Cortelyou was 
still a major player. 

What may matter more than size of res- 
cue funds was the impact they achieved. 
Moen and Rodgers note that “[p]erhaps 
the timing of Morgan’s facilities was more 
important than their sizes because they 
occurred near the beginning of the crisis, 
thus blunting contagion early on.” And 
the focus of Morgan’s facilities was tar- 
geted toward particular rescues, serving 
as a lender of last resort on-the-spot at the 
center of the crisis. In contrast, Cortelyou 
briefly visited New York City during the 
crisis and deployed funds from Wash- 
ington, DC to national banks across the 
country whom he expected would reliq- 
uefy the financial system and direct funds 
to best use. Finally, Cortelyou’s public 
expressions of confidence lent the weight 
of the federal government to the effort of 
redirecting public sentiment from fear to 
recovery. 


In short, Cortelyou and Morgan played 
crucial but distinct roles in the panic. 
Both deserve recognition for their signifi- 
cant efforts. But where Cortelyou warrants 
special recognition is in his activism in 
moving government gold reserves into 
national banks around the country to 
provide the liquid money supply that the 
panic had dried up. 

To some extent, this was an extension 
of the policy of his predecessor, Secretary 
Leslie M. Shaw, who started to move gold 
reserves into banks at the start of the har- 
vest season, when the US financial system 
had historically shown a propensity to cri- 
sis. But theretofore, except for Alexander 
Hamilton in 1791, no Treasury Secretary 
had taken steps to quell systemic instabil- 
ity by deploying Treasury resources across 
the nation. 

Morgan’s signal contributions were 
to recognize threats to systemic stability 
before others and quickly to galvanize col- 
lective action among bankers in a targeted 
way. 

A study by Moen and Rodgers found 
that Morgan’s “individual [lender of last 
resort] efforts may have been distinguish- 
able from institutional efforts by the 
Clearing House and the US Treasury.” 
They ascribed Morgan’s success to his 
reputation as an informed market agent, a 
source of valuable advice and rescue loans, 
and his experience in dealing with earlier 
crises. Morgan demonstrated an ability to 
mobilize his social and financial network 
in ways that others could not. Quite sim- 
ply, he acted, persuaded others to do so too, 
and had an effective impact. 

In their monetary history of the United 
States, Milton Friedman and Anna 
Schwartz commented that leadership or 
its absence affected key turning points in 
crises: 


The detailed story of every banking 
crisis in our history shows how much 
depends on the presence of one or 
more outstanding individuals willing 
to assume responsibility and leader- 
ship. It was a defect of the financial 
system that it was susceptible to crises 
resolvable only with such leadership. 
...In the absence of vigorous intel- 
lectual leadership...the tendencies of 
drift and indecision had full scope. 
Moreover, as time went on, their force 
cumulated. Each failure to act made 
another such failure more likely. 


Illustration originally captioned “Anxious depositors of the Trust Company of 
America waiting in line to receive the $12,000,000 which was paid out to them 
in one day,’ from the November 9, 1907 edition of Harpers Weekly. 


Human agency makes a difference; the 
path and outcome of crises are not simply 
the result of macro forces. There are sev- 
eral instances in which the choices of deci- 
sion makers affected the course of events. 

History crystallizes as archival research 
brings new facts to light, as analytical 
conclusions emerge from better empiri- 
cal techniques and as scholarly debate 
sharpens interpretations. History is alive 
with change. A case in point is the Panic 
of 1907. $ 
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TEREST INTEREST 


By Edward Chancellor 


THE SUBJECT OF INTEREST has long been 
neglected. And if not neglected, deplored. 
In Ancient Hebrew, words for interest are 
“neschek” (a bite). In Lagash, the Mesopo- 
tamian city where compound interest was 
first recorded in the third millennium BC, 
aristocrats lent at such high rates that bor- 
rowers lost their land and sometimes their 
freedom too. Debtors weighed down with 
interest suffered similar fates throughout 
the Ancient Near East. Compound inter- 
est at high rates in an economy with low 
growth is a terrible thing. In a dispute with 


Les Usuriers (The Moneylenders) 
by Quentin Matsys, circa 1520. 


a neighboring territory over unpaid rent 
over decades (compounding at 33% p.a.), 
Lagash demanded payment of 4.5 trillion 
liters of barley—roughly six times the US 
current production. 

Over the centuries, countless people 
have criticized the charging of interest: 
ancient philosophers, religious scribes, 
medieval scholars, Marxists (Marx him- 
self), fascists (Hitler) and even the current 
Archbishop of Canterbury, Justin Welby, 
who launched the “War on Wonga,” a 
payday lender, a few years back. Aristotle’s 
critique was the most influential. Usury 
was immoral, he said, because “money 
was intended to be used in exchange, 
but not to increase at interest.” This view 
was taken up by the Church Fathers, and 
continued by Thomas Aquinas into the 
Middle Ages. 

Yet something is lacking in Aristo- 
tle’s comment—the factor of time. 
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Lending takes place over time. This point 
was picked up by a 14th century English 
theologian Thomas of Cobham. Like Aris- 
totle, Cobham claims that “money that 
lies fallow does not naturally produce any 
fruit, but the vine bears fruit naturally.” 
But the Englishman rectifies the Greek 
philosopher’s oversight. The usurer, he 
says, is selling time. This doesn’t lessen 
the crime, in his view, since time belongs 
properly to God, and “he cannot, there- 
fore, make a profit from selling someone 
else’s property.” 

A few centuries later, another English- 
man, Thomas Wilson, took up the idea 
of the usurer as the seller of time, in 
a vicious ranting tract: In his Discourse 
Upon Usury (1572) Wilson claims that 
usury is as great an event as murder. The 
difference between Wilson and Bishop 
Cobham is that the Elizabethan writer is 
aware that his contemporaries consider 


time to be valuable. Wilson then provides 
a new definition of interest: “Usurye is 
also saide to be the price of tyme, or of the 
delaying or forbearing of moneye.” 


The Value of Time 


If one believes that time belongs to God, as 
both Thomases did, then usury or interest 
is illegitimate. However, if one believes 
that time belongs to man, an altogether 
different picture emerges. The notion that 
time has value is of ancient origin. A 
fragment of the Greek orator Antiphon 
(480-411 BC) states, “the most costly out- 
lay is time.” Five centuries later, Seneca 
the Younger reminds his friend Lucillius 
that time is precious because man is mor- 
tal and his days are numbered: “embrace 
every hour,” he advises, “the stronger hold 
you have on today, the less will be your 
dependence on tomorrow.” 

Unlike Thomas of Cobham, Seneca 
doesn’t believe that time is God’s prop- 
erty. Seneca’s view of time as man’s most 
precious possession resurfaces in the 
Renaissance and, of course, in Benjamin 
Franklin’s Advice to a Young Tradesman, 
“Time is precious. Time is money—Time 
is the stuff of which life is made.” Franklin 
goes on to overturn Aristotle, offering a 
modern capitalistic view of money and 
interest: “Money is of a prolific generating 
Nature. Money can beget Money, and its 
Offspring can beget more, and so on.” 

Why is time valuable? Because man is 
mortal. Time is running out. Man is natu- 
rally impatient. He values present enjoy- 
ments above future ones. Thus, he requires 
some compensation to forebear current 
pleasures. In the 18th century, French econ- 
omist Anne-Marie Robert Turgot argued 
that a bird in the hand was worth two in the 
bush. A sum of money today and the same 
sum in the future couldn’t possibly have the 
same value, by this reckoning. For Turgot 
interest was “the price given for the use of 
a certain quantity of value during a certain 
time.” Or the difference in value between 
current and future money. 

The time value of money exists in all 
societies and in every type of economy. But 
it is especially important within a capital- 
ist system. In fact, in France until the 18th 
century, the word interest was synonymous 


with capital. What we call capital only has 
value because it produces a future stream 
of income that is discounted (using an 
interest rate) back to a current value. 


Valuation 


The time value of money shapes our world. 
As the great economist and projector John 
Law wrote in the early 1700s: “Anticipa- 
tion is always at a discount. £100 to be 
paid now is of more value than £1,000 to 
be paid £10 a year for 100 years.” Without 
a discount rate, an apple in a hundred 
years’ time would be worth the same as 
an apple today. An obvious absurdity. A 
discount rate is the essential input in any 
act of valuation. Lower interest rates result 
in higher valuations and vice versa. 

In 1719, Law conducted a great financial 
experiment in France, where he founded a 
central bank that issued paper money and 
reduced interest rates to 2% by increas- 
ing the money in circulation. His famous 
Mississippi Company soared to a valua- 
tion of 50 times earnings. As Law said at 
the time, the company’s value was justi- 
fied by the low prevailing rate of interest. 
Alas, this scheme failed. Law’s money- 
printing fueled inflation, confidence was 
lost, the paper money withdrawn and the 
bubble collapsed. A lesson that unfortu- 
nately was lost by modern economists and 
policymakers. 

All great speculative bubbles in history 
have occurred at times of “easy money,” 
from the tulip mania of the 1630s through 
to the current day. Up until last year, 
interest rates were at their lowest levels in 
history, resulting in the so-called “Every- 
thing Bubble’—bubbles in stock prices 
(especially tech stocks, meme stocks and 
special purpose acquisition companies or 
SPACs), in real estate around the world 
and in a variety of other assets (venture 
capital, cryptocurrencies, NFTs, vintage 
cars, etc.). It was, as Warren Buffett’s 
partner Charlie Munger said, the most 
extraordinary period in financial history. 


Production 


Production takes place over time. The 
level of interest influences the length of 
production processes or what we call the 


“payback period” or “hurdle rate” for new 
investments. When interest rates are high, 
investors demand a quick payback and 
when rates are low a longer payback is 
acceptable. 

The 19th century American economist 
Arthur Hadley linked interest to the 
survival of the fittest. Interest, he said, 
“helps the natural selection of the most 
competent employers and the best pro- 
cesses, and the elimination of the less 
competent employers and worse pro- 
cesses.” Interest thus spurs what Joseph 
Schumpeter called “creative destruc- 
tion”—the essential feature of capitalism. 
As James Grant of Grant’s Interest Rate 
Observer says, interest sets the tempo 
of production—at higher interest rates 
(when there’s a higher price on time) 
things move more quickly. 

In my view, the ultralow interest rates 
of recent years thwarted the process of 
creative destruction, slowing the tempo of 
production. We witnessed the appearance 
of so-called zombie companies—ineffi- 
cient companies whose low returns on 
capital serve to undermine productivity 
growth. 

Furthermore, capital has flowed indis- 
criminately into long-dated investments; 
principally, real estate around the world. 
And into venture capital on Silicon Valley, 
which has financed ever more preposter- 
ous businesses: autonomous cars, space 
tourism and, lately, crypto ventures, such 
as the FTX exchange, which turns out to 
have been a fraud. Silicon Valley invest- 
ment over time turned into to a silly con, 
so to speak. 


Risk Taking 


Interest was described by Ferdinando 
Galiani, an 18th century philosopher, as 
the “price of anxiety,” or what could be 
called the price of risk. Galiani reasoned 
that all lending produced anxiety in the 
part of lenders, for which they needed 
compensation. Put another way, interest 
is like an insurance premium paid against 
the risk of loss. 

What we find is that extremely low rates 
offer an inadequate protection against 
loss. Furthermore, they induce inves- 
tors to take more risk to maintain their 
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According to Aristotle, usury was immoral 
because “money was intended to be used in 
exchange, but not to increase at interest.’ 


income. As Walter Bagehot said, “John 
Bull can stand many things, but he cannot 
stand two per cent.” Bagehot wrote that 
“Tf the old, and tried, and safe investments 
no longer yield their accustomed returns, 
we must take what they do yield, or try 
what is untried. We must either be poorer 
or less safe; less opulent or less secure.” 
Modern research confirms this intuition. 
Easy money encourages “yield-chasing,” 
which leads to a decline in underwriting 
standards (consider the proliferation of 
“covenant-lite” loans in recent years) and 
rising financial risk. 


Leverage 


One measure of financial risk is leverage 
(debt relative to equity or capital). Interest 
is also the price of leverage. It appears that 
households, companies and governments 
target a stable debt-service ratio. Thus, 
as the interest rate declines they take on 
more debt. In the United Kingdom, for 
instance, the average household mortgage 
to income ratio is around two and a half 
times its level of the early 1980s. Govern- 
ment debt levels around the world have 
soared since 2008. 

Ultralow rates also encourage what is 
called financial engineering, as compa- 
nies use debt to enhance returns, buy- 
ing back shares (rather than investing) 
and acquiring other companies. Lever- 
aged buyouts have proliferated in recent 


In Advice to a Young Tradesman, Benjamin 
Franklin wrote, “Time is precious. Time is 
money—Time is the stuff of which life is made’ 


years. A corporate takeover boom, funded 
with low-cost debt, has contributed to the 
growth of monopolies with all their atten- 
dant ill effects. 

Global debt levels are far higher than at 
the time of the financial crisis. As inter- 
est rates rise, over-leveraged entities are 
struggling. For instance, Woking Council, 
a UK local authority, is reportedly on the 
verge of bankruptcy, having borrowed £2 
billion to finance local developments. The 
returns on those poor investments appear 
to be in the range of 2%. 


Saving 


Interest has been described as a “reward 
of abstinence,” or an inducement to 
save. Interest compounds savings wealth, 
enabling people to retire at some stage. 
Ultralow rates punish savers—what the 
former German finance minister Wolf- 
gang Schauble called “Strafzinsen.” With- 
out an inducement to save, the UK savings 
rate in recent years fell to record lows 
(people were deluded into believing they 
could live in retirement off the “wealth” 
effortlessly accumulated in their homes). 
Pension providers found that lower 
interest rates increased the value of their 
liabilities. Defined benefit pensions—which 
pay a certain guaranteed income on retire- 
ment—have disappeared (except in the 
public sector). Existing pension plans took 
greater risks to boost their income and 
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19th century American economist Arthur Hadley 
linked interest to the survival of the fittest. 


Interest, he said, “helps the natural selection 
of the most competent employers and the 
best processes, and the elimination of the less 
competent employers and worse processes.” 


went into the derivatives markets to buy 
long-dated bonds. Last September, the UK 
gilts market crashed; those bonds that the 
pensions were exposed to, on a leveraged 
basis, fell 85% in value, and the Bank of 
England was forced to step in to prevent 
another blow-up in the City of London. 
Thus, the inevitable consequence of the era 
of ultralow rates will be that future retire- 
ment will take place later in life and be less 
comfortable. 


Distribution of Income and Wealth 


For better or worse, interest always influ- 
ences the distribution of income and 
wealth. Most attention is paid to exces- 
sively high interest, which fits in with 
socialist denunciations of greed and 
exploitation. Consider Marx’s descrip- 
tion of usury in Ancient Rome, which he 
claimed enabled patricians to suck dry 
and enslave small producers and peasants. 
“Usurer’s capital,” he wrote in Das Kapital, 
“impoverishes the mode of production, 
paralyzes the productive forces instead 
of developing them, and at the same time 
perpetuates the miserable conditions.” 
Usury, Marx continued, “does not alter 
the mode of production, but attaches itself 
firmly to it like a parasite and makes it 
wretched. It sucks out its blood, enervates 
it and compels reproduction to proceed 
under ever more pitiable conditions.” 
Such anti-usury views continue in the 


Ferdinando Galiani, an 18th century 
philosopher, described interest as the 
“orice of anxiety, or the price of risk. 


writings of modern economists specializ- 
ing in inequality, such as Thomas Piketty, 
the best-selling author of Capital in the 
2ist Century. 

My own take is rather different. 
Ultralow interest rates benefited the haves 
at the expense of the have-nots. Those who 
owned houses, stocks and shares saw their 
wealth climb as interest rates sunk. US 
household net wealth rose to an all-time 
high at the end of 2021 as interest rates fell 
to an all-time low. Bankers, hedge fund 
managers and senior corporate executives 
earned fortunes thanks to their access to 
cheap capital and the inflated asset prices 
resulting from ultralow rates. 

However, for those who didn’t own 
a house or other investments, low rates 
made it much more difficult to get onto 
the housing ladder, or to acquire savings 
for investment. It’s a little-known fact 
that the less well-off keep much more of 
their wealth in cash (which they must do 
for precautionary purposes, in case they 
lose their job) and thus suffered most the 
decline in deposit rates. To make mat- 
ters worse, their own cost of borrowing 
didn’t fall after the global financial crisis 
but actually climbed, as banks sought 
to tighten lending standards to so-called 
subprime borrowers. A double whammy. 

The idea that easy money promotes 
inequality is supported historically by the 
fact that the appearance of the richest 
people in history has occurred at times 


In Das Kapital, Karl Marx wrote, “Usurer’s 
capital impoverishes the mode of production, 
paralyzes the productive forces instead of 
developing them, and at the same time 
perpetuates the miserable conditions’ 


when interest rates were at a low ebb; for 
instance, Jakob Fugger in the early 16th 
century, John Law in the 18th century, 
John D. Rockefeller in the Gilded Age 
and, more recently, Elon Musk. The rise 
in US income inequality over the past four 
decades has roughly tracked (inversely) 
the decline in long Treasury yields. 


What Are We to Make of All This? 


First, that like it or not, interest (or time 
preference) is an indispensable, unavoid- 
able part of the human condition. It has 
been around since the dawn of history and 
will always be with us. Interest is essential 
because it allows people to transact over 
time. 

Second, whether we know it or not, 
interest enters into every economic calcu- 
lation (Joseph Schumpeter). It is an omni- 
present phenomenon (Irving Fisher). 
“Usury lives in the pores of production, as 
it were, just as the gods of Epicurus lived 
in the space between worlds” (Karl Marx). 
Interest is the “universal price” (James 
Grant). Interest gets into all the cracks 
(Jeremy Stein). 

Third, capitalism as an economic sys- 
tem cannot function without interest. As 
shown in recent years, the disappearance 
of interest has been associated with the 
appearance of asset price bubbles and the 
weakest period of economic growth since 
the Industrial Revolution. If we attempt 
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James Grant, editor of Grant's Interest Rate 
Observer, described interest as the “universal price” 


to do away with interest, we must accept 
a planned economy. But remember that 
one reason the Soviet Union failed was 
because the system lacked interest rates to 
guide the allocation of capital. 

Finally, the period of ultralow rates has 
left the financial system and economy in 
a perilous state (a state of “intertemporal 
disequilibrium” to use jargon). One func- 
tion of interest is to control inflation. The 
return of inflation has been accompanied 
by rising rates, which are causing great 
disruption. Last year, some $30 trillion of 
wealth evaporated in the bond and stock 
markets. In the first half of this year, sev- 
eral US banks failed. Real estate markets 
around the world are in trouble. And it 
seems this painful process of transition 
has further to run. $ 


Edward Chancellor is an award-winning 
financial journalist. Currently a colum- 
nist for Reuters Breakingviews, he has 
also contributed to many other publica- 
tions, including the Wall Street Jour- 
nal, MoneyWeek, New York Review of 
Books and the Financial Times. He is the 
author of Devil Take the Hindmost: A 
History of Financial Speculation, which 
was a New York Times “Notable Book 
of the Year” and The Price of Time: The 
Real Story of Interest, from which this 
article has been adapted. 
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By Peter C. Earle 


“ABOUT ONCE IN 10 YEARS,” wrote Mat- 
thew Hale Smith in 1879, “New York is vis- 
ited by a great financial revulsion.” In the 
14 decades since those words were written, 
it’s a pattern which has scarcely been bro- 
ken. In just the previous quarter century, 
we've endured the COVID market crash, 
the 2008 Financial Crisis, the dot com 
bubble and subsequent 2000-2003 bear 
market and the 1998 Russian financial 


ae : crisis. Smith continued. 

RCAC % SW A N 2 ee It solic: emcee in Wall Street, and 
oy sweeps, like a tidal wave, over every 
OR DR: AGON KI NG part of the land—paralyzing every 
ay aa cs interest, and ruining men by the thou- 
= sands... As the gates of the Temple of 
Janus, open or shut, indicated peace 
or war throughout the world—so, as 
Wall Street is, so is the country. When 
the bulls and bears are at peace— 
when money is plenty, when the Stock 
Exchange shows a brisk market and 
the sales are regular; when the street is 
healthy—then it is known that peace, 
prosperity, and success cover the land. 
But when Wall Street is excited, every 
part of the nation is affected. Here is 
the seat of the commercial brain... 
Wall Street is the throbbing heart and 
the whole nation is the body through 

which the agitation flows. 


In September 2023, the Panic of 1873 
will have occurred 150 years ago. Although 
the Vienna Stock Exchange crashed in 
May 1873, the first cracks in the facade 
of US markets only materialized in early 
September 1873. The New York Security 
and Warehouse Company was the first to 
suspend payments, a victim of the Mis- 
souri, Kansas & Texas Railway (MK&T) 
Company. Stock prices began falling. Five 
days later, on September 13, the brokerage 
Kenyon Cox & Company closed. Of note 
because it was partially owned by Daniel 
Drew, the firm had been exposed to the 

“Te Canada Southern Railway—a “road” by 
that time in such a precarious financial 

4 = state that despite being “324 miles long... 
[it] had made no public reports of its 


ae Ap operations doubtless because they were 
4 : » 
F not worth reporting. 
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But it was on Wednesday, September 18, 
1873, that the hithertofore unimaginable 
was realized: the collapse of Philadelphia 
banking titan Jay Cooke & Company. At 
the time, both the firm and its namesake 
founder were legendary institutions in 
American finance. Cooke, through his 
firm, had successfully sold hundreds of 
millions of dollars’ worth of US govern- 
ment bonds to finance the Union’s Civil 
War effort. But financing the Northern 
Pacific Railway proved an overreach even 
for the most accomplished and capable 
bond retailer of that era. 


[The firm’s sudden] failure shocked 
observers... [F]ormerly a stronghold 
of stability [the collapse] triggered 
[a] stock market crash in New York. 
Mistrust and panic subsequently 
spread to the overall financial sector 
and rattled customers and investors, 
causing heavy runs on banks. Count- 
less financial houses suspended 
operations over the next few years, 
severely damaging the availability of 
credit in the economy. 


Stocks plummeted 25%, with scores of 
railroads and their financial backers going 
belly-up practically overnight. The New 
York Stock Exchange closed for 10 days. 
But this was only the beginning: the Panic 
of 1873 kicked off the Long Depression, 
which surpassed the length of the Great 
Depression by nearly two years. Unem- 
ployment and insolvencies skyrocketed 
over the remainder of the decade, and 
the nascent American railroad industry 
did not see appreciable expansion or new 
investment until 1879. 


The US Railroad Boom 


To some extent, the railroad boom which 
came to a crescendo in the Panic of 1873 
began far from US shores. The Railway 
Mania in England, which began a genera- 
tion earlier than its American counterpart 
(from the late 1830s to a peak in the early 
1840s), saw the organization of numer- 
ous railway and track laying firms. Early 
public sentiment regarding the promise of 
trains, however, was none too optimistic. 
As cited in Bruce Mazlish’s The Railroad 
and the Space Program: 


[T]he British magazine Quarterly 
Review, in 1825, wrote: ‘Can anything 
be more palpably ridiculous than 


Portrait of Philadelphia banking titan Jay Cooke, 
by William Merritt Chase. The collapse of Jay 
Cooke & Company on September 18, 1873 
sparked widespread panic. 


the prospect held out of locomo- 
tives traveling twice as fast as stage- 
coaches? We should as soon expect 
the people of Woolwich to suffer 
themselves to be fired off upon one 
of Congreve’s rockets as trust them- 
selves to the mercy of such a machine 
going at such a rate.’ A booklet of 
1827 dismissed the possibility of loco- 
motives traveling at 60 miles an hour 
as ‘the pure effulgence of an untaught 
mind and of limited talent.’ 


Yet the combination of initial com- 
mercial success, expanding use-cases 
and effective promotion led to increased 
investment in railways. But as frequently 
occurs, increasingly speculative ventures 
and overwrought expectations of the 
young industry led to a bubble and, ulti- 
mately, its implosion. British advances in 
railway construction and locomotive engi- 
neering nevertheless found their way into 
early American projects, and a number 
of British railway engineers brought their 
experience to US-based ventures. 


Public Finance 


Beginning in the early 1860s, the US gov- 
ernment provided significant financial 
assistance to private interests seeking to 
build railroads. Some of that aid took 
the form of loans, while other interests 
received land grants. 


US Department of the Treasury 


When the US Civil War ended, the 
railroad boom accelerated. The need 
to rebuild, as well as to link economi- 
cally ascendent regions of the expanding 
nation, grew pressing. With increasing 
American industrial heft came the need 
to move resources and know-how quickly 
and cost-effectively to where they were 
most needed. 

Technological advances, aided by the 
network effects of standardization and 
the feedback effects of trial-and-error, 
additionally factored into the rapidity of 
railroad development. Capital flowed into 
fledgling railway enterprises from sources 
both domestic and international. And 
promulgated under the various Railroad 
Acts, the First Transcontinental Railroad 
project was completed in May 1869, link- 
ing San Francisco and Omaha. Its real- 
ization undoubtedly fueled enthusiasm 
for the next stage of railroad expansion, 
ratcheting up both entrepreneurial zeal 
and speculative fervor in the process. 


Black Swans or Dragon King? 


Later in his writing about periodic breaks 
in financial markets, Matthew Hale Smith 
cited their capricious yet—on occasion— 
tantalizingly allusive character. 


The financial barometer is the most 
subtle thing in the land. Nothing is 
so sensitive. Old Probabilities cannot 
predict, with half the accuracy, the 
coming storm. There is something 
in the very air which men of forecast 
feel... While everything was running 
in the usual channel, the sky clear 
and the sea smooth, and no storm 
[on] the horizon, certain shrewd men 
saw specks of trouble here and there. 


In his recent book Chaos Kings (2023), 
Wall Street Journal reporter and author 
Scott Patterson chronicles the coalescence 
of disparate groups specializing in finan- 
cial strategies seeking to capitalize upon 
financial Armageddons. Not just run-of- 
the-mill market hiccups, but the true, win- 
nowing meltdowns that happen a mere 
handful of times every century. A major 
divide between the two is whether pro- 
found tailspins in financial markets are 
Black Swans (an idea pioneered by Nassim 
N. Taleb, among others) or Dragon Kings 
(a term coined by French physicist Didier 
Sornette). A Black Swan event, as Taleb 
describes, has three primary attributes. 
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Check for one pound sterling issued to John Thompson and signed by Jay Cooke, Philadelphia, August 16, 1873. 
Affixed note from John Newton & Sons Notaries, London says “Cannot be paid at present. Refer to diaries.” 


First, it is an outlier, as it lies outside 
the realm of regular expectations, 
because nothing in the past can con- 
vincingly point to its possibility. Sec- 
ond, it carries an extreme ‘impact.’ 
Third, in spite of its outlier status, 
human nature makes us concoct 
explanations for its occurrence after 
the fact, making it explainable and 
predictable. I stop and summarize 
the triplet: rarity, extreme ‘impact’ 
and retrospective (though not pro- 
spective) predictability. A small 
number of Black Swans explains 
almost everything in our world, from 
the success of ideas and religions, to 
the dynamics of historical events, to 
elements of our own personal lives. 


Patterson summarizes the alternate 
position taken by Sornette, founder of the 
Financial Crisis Observatory in Zurich, 
Switzerland. 


[He] concocted his own exotic beast 
for the land of the super extreme: The 
Dragon King, a term he invented in 
2009 to compete with Taleb’s tem- 
pestuous waterfowl. Dragon Kings... 
were outliers with specific properties 
that, in extremis, can be detected... 
tiny earthquakes leading to a mas- 
sive rupture [which might] be used 
to predict when they might blow up. 


Both Black Swan and Dragon King 
events are rare and difficult to predict. 
Yet while the former is characterized by 
novelty, Dragon King events may be asso- 
ciated with some degree of foreseeabil- 
ity. And while Dragon Kings tend to 
have exceptional magnitudes, Black Swan 
events are associated more with gravity 
and rarity than their relative sizes. 

So which, if either, was the Panic of 
1873? Was it, as Patterson describes Sor- 
nette’s explanation, the end point of a 
“dynamic process that moves toward 
instability” albeit to some extent calcu- 
lable? Or Taleb’s: An event for which the 
“probability [was] low based upon past 
knowledge...[and] has a massive impact,” 
but which is “prospectively unpredictable 
but retrospectively predictable?” 

While there is evidence of both, a stron- 
ger case can be made in favor of the 
Dragon King classification on two counts. 
The first is the appearance of several of the 
“tiny earthquakes” which presaged and 
laid the foundation for the panic; five such 
contributors follow. 


1. The Opening of 
the Suez Canal (1869) 


Both the Suez Canal and the Transconti- 
nental Railroad facilitated the establish- 
ment of new circumnavigation records. 
But just as the March 2021 lodging of 
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the massive cargo ship Ever Given in the 
Suez Canal exacerbated pandemic-borne 
supply chain problems, the opening of 
the canal in 1869 may have contributed 
to the 1873 panic. The final cost of the 
canal was more than double the original 
estimates and the first few years of pas- 
sage were lower than expected. That led to 
financial hardship among its investors and 
“bankruptcies, escalating unemployment, 
a halt in public works and a major trade 
slump that lasted arguably until 1897,” 
according to Edelstein and Edelstein in a 
2014 UC Berkeley Working Paper enti- 
tled “Crashes, Contagion, Cygnus and 
Complexities.” 


2. The Franco-Prussian War 
(1870-1871) 


The Franco-Prussian War had indirect 
effects which, combined with other fac- 
tors, assisted in the development of eco- 
nomic conditions which laid the ground- 
work for the panic. The disruption of 
trade amid hostilities acted as a drag on 
economic growth in Europe, which inevi- 
tably spread to the United States. 

More important, however, were a hand- 
ful of policy actions undertaken upon 
the cessation of hostilities by German 
Chancellor Otto von Bismarck. The 1871 
decision to stop minting silver coins elimi- 
nated a major source of demand for silver 
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miners, a disproportionate number of 
whom were based in the western United 
States. The price of silver dropped, and 
owing to increased volatility and the goal 
of simplifying the monetary system the 
Coinage Act of 1873 essentially demon- 
etized it. Because this took place at a 
time when flows of gold were diminish- 
ing, the turn away from monetary silver 
constituted an effective contraction of the 
money supply. That was followed shortly 
thereafter by a rapid and unanticipated 
bout of deflation, debt impairment and 
falling economic output. 


3. The Chicago Fire (1871) 


Aspects of the fiery conflagration in Chi- 
cago may have influenced the economic 
conflagration to come. The sudden emer- 
gence of local and regional uncertainty, as 
well as the diversion of resources, capital 
and labor from railroad building toward 
rebuilding the city may have accelerated 
the approaching economic contraction. 
A credit tightening, such as often occurs 
in the wake of disasters, may addition- 
ally have created financial hardship for 
railroads—many of which were already 
servicing high levels of debt and required 
ongoing financing. 


4, The Great Boston Fire (1872) 


Ten months before the September 1873 
panic began, the Great Boston Fire broke 
out. Although a far smaller area was 
destroyed than in the Chicago fire (65 
square acres versus 3.3 square miles) and 
burned for a shorter period (12 hours ver- 
sus two days), the geographic proximity 
of the city to New York and Philadelphia 
may nevertheless have generated adverse 
economic conditions: credit rationing, 
resource scarcity and dampened risk 
appetites among investors. 

In fact, while the Boston fire may be 
one of Sornette’s “tiny earthquakes” lay- 
ing the foundation for the emergence 
of a Dragon King, it itself was a prod- 
uct of a “Grey Swan”: a low probability 
event that brings recognizable risks and 
significant consequences but is difficult 
to prepare for. Between September 1872 
and March 1873, the “Great Epizootic”—a 
severe horse influenza—swarmed from 
Toronto, Canada through New England 
and the rest of the United States. With 
great numbers of horses afflicted or dead, 


responses to the Boston fire were greatly 
delayed, allowing it to do more damage 
than it otherwise would have done. 


5. Media Coverage 


The mortal blow to the railroad boom may 
have been struck by an editorial appear- 
ing in The New York Times on September 
uu, 1873. Noting the slowing progress of 
the Northern Pacific’s construction near 
the present-day location of Yellowstone 
National Park and responding to accounts 
of terrific fighting between US troops and 
Indigenous Americans, it asked: 


If several thousand of our best sol- 
diers, with all of the arms of the ser- 
vice, under some of the most dashing 
officers, can only hold the ground on 
their narrow line of march for 150 
or 200 miles west of the Upper Mis- 
souri, [what] will peaceful bodies of 
railroad workmen be able to do, or 
what can emigrants accomplish, in 
such a dangerous region? 


Whereas in sturdier times a hypotheti- 
cal such as this would have simply fostered 
introspection, at this juncture it added 
substantially to the skittishness of inves- 
tors. This concern, atop the previously 
listed factors (and undoubtedly others) 
culminated in the historic panic less than 
a week later. 


Was the Panic Anticipated? 


In addition to “tiny earthquakes,” a sec- 
ond element of the Dragon King formula- 
tion allows for a degree of forecastability. 
Did market participants see the Panic of 
1873 coming? Scott Mixon (currently act- 
ing chief economist at the Commodity 
Futures Trading Commission) provides 
evidence that many did in a 2008 paper 
entitled “The Crisis of 1873: Perspectives 
from Multiple Asset Classes.” 


Option prices appropriately reflected 
the risks to the market. ..high volatility 
stocks had high option prices, and... 
low volatility stocks had lower option 
prices. Over time...the evolution of 
default risks for railroads as perceived 
by the bond market were consistent 
with the risks as perceived by the 
equity option market... I conclude 
that the possibility of a significant 
crash was priced into the market in 


1873... [I]nvestors in 1873 were actively 
monitoring the risks in the markets. 
Asset prices for riskier firms reflected 
worsening perceived prospects and 
increased likelihood of insolvency. 


So the Panic of 1873, rapidly approach- 
ing its sesquicentennial anniversary, is 
revealed as an early Dragon King insofar as 
market cataclysms are taxonomized. That 
certainly doesn’t lessen the considerable 
costs of the long depression that followed 
it. But it adds some historical contour, and 
perhaps a new angle for appreciating the 
rocky evolutionary process that ultimately 
resulted in the modern, 160,000-mile US 
railway system. $ 


Peter C. Earle is a Research Fellow at 
the American Institute for Economic 
Research. 
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The Rise of 
the Megabanks 


A Very Long-Run Perspective on Branching, 
Panics and US Bank Concentration 


By Caroline Fohlin, Matthew Jaremski 
and Derrick Tran 


IN MARCH OF THIS YEAR, the US wit- 
nessed the most significant bank run since 
the financial crisis of 2008, when deposi- 
tors of Silicon Valley Bank (SVB), many of 
whom held deposits above FDIC insured 
limits, started withdrawing funds due to 
growing fears of the bank’s insolvency. 
As a result, the state of California shut 
down the bank and turned it over to 
FDIC receivership. The panic also spread 
to other regional banks, such as First 


JP Morgan acquired First Republic Bank and a 
portion of Silicon Valley Bank's assets this spring 
after a bank run impacted several regional banks. 


Republic Bank, Signature Bank and Sil- 
vergate Bank, which faced similar risks of 
devalued bond portfolios after the previ- 
ous year’s Fed rate hikes, and raised con- 
cerns of a wider depositor run that could 
destabilize the entire banking system. 
This spring’s events have revived con- 
cerns about concentration in the banking 
industry. Not only did many depositors 
move their funds into the largest banks, 
but as is typical, seized banks were sold 
off to other large banks. For example, JP 
Morgan acquired First Republic Bank and 
a portion of SVB’s assets, Community 
Bancorp purchased part of Signature Bank 
and many others either bought assets or 
stakes in troubled banks. These acquisi- 
tions increased the size and market share 
of the acquiring banks. Over the past two 
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decades, JP Morgan has doubled its market 
share of total assets from 4.1% to 8.2%. 
The increasing concentration associated 
with financial crises raises questions about 
the efficiency and stability of a highly 
concentrated banking system. Large banks 
may be able to weather downturns, but the 
concentration of funds in “systemically 
important” institutions, often referred to 
as “too big to fail,” can create financial 
fragility and increase the vulnerability of 
the entire system to crises. As a result, 
shocks experienced by these banks can 
have ripple effects throughout the nation 
via correspondent networks and coun- 
terparties. Oligopolistic banks may also 
face limited competition and exert market 
power on depositors and borrowers. At 
the same time, smaller banks, lacking the 


same economies of scale, may undertake 
riskier strategies in their drive to keep up 
with much larger competitors. In recent 
response to critics, however, Jamie Dimon, 
CEO of the largest US bank, JP Mor- 
gan Chase, has emphasized the necessity 
of having “large, successful banks in the 
world’s largest and most prosperous econ- 
omy.” As such, it is important to under- 
stand the pattern and dynamics of bank 
concentration within the United States. 


A Long-Run View of 
US Bank Concentration 


Despite the significance of bank concen- 
tration, understanding of its long-term 
patterns and impacts remains limited. We 
(Fohlin and Jaremski, 2020) take a sig- 
nificant step by compiling bank asset con- 
centration measures on a national level 
spanning almost the entire history of the 
United States (see Figure 1). We employ 
concentration ratios calculated as the com- 
bined assets of the top five (or 25) banks 
relative to the total amount of bank assets 
in the country. For example, the five-bank 
concentration ratio in 2019 of 45.2% means 
that the largest five banks own 45.2% of 
the total assets in the system. Total assets 
fully capture a bank’s size regardless of its 
investments or funding sources. 

To create such a long time series, we 
assemble a unique bank-level dataset from a 
range of sources. For the antebellum period 
(1820-1861), we use the individual bank 
balance sheet database created by Warren 
Weber and made available on the Federal 


Reserve Bank of Minneapolis’ website. 
For the postbellum period through 1938, 
we hand-collect individual bank balance 
sheets published in the Annual Report of 
the Comptroller of the Currency for national 
banks (see Figure 2 for an example page) 
and state regulators’ publications for state 
banks and trust companies. 

For the period 1938 through 1976, we 
use lists of the largest banks published in 
the Rand McNally Banker’s Directory (see 
Figure 3 for an example page). Finally, for 
the modern period, we use data from indi- 
vidual bank call reports made available 
on the Federal Reserve Bank of Chicago’s 
website. Despite originating from mul- 
tiple sources, the resulting concentration 
measures coincide closely when compared 
in overlapping periods. Notably, prior to 
1820, concentration was extremely high 
due to the paucity of banks operating dur- 
ing that early period. 


What Caused the Observed Pattern of 
Concentration in US banking? 


By definition, concentration ratios rise 
when the total assets of the largest banks 
either increase faster or contract more 
slowly than the rest of the system. Banks 
grow most rapidly through mergers and 
acquisitions or via the de novo creation of 
branches, so the numerator of the concen- 
tration ratio increases rapidly when the 
largest banks engage in those expansion 
strategies. On the flip side, significant 
reductions or stagnation of total assets 
of the entire system that do not affect 
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US Bank Concentration (1820-2019). 


the largest banks would lead to higher 
concentration. These phenomena in turn 
point to a range of events—economic 
and political—that have transformed the 
structure of the banking industry over the 
past 200 years. 

Two sets of dynamics appear in the 
concentration ratios shown in Figure 1. 
Over the very long-term, the ratios largely 
follow a U-shaped pattern, but in the 
short-term financial panics and macro- 
economic factors often drove significant 
fluctuations in concentration. Concentra- 
tion declined over much of the 19th cen- 
tury, as the nation expanded westward, the 
population grew and the banking industry 
matured. The ratios reached their low- 
est point in the mid-1870s and remained 
relatively low through the early 1920s. The 
pattern began to reverse during the boom 
of the Roaring Twenties, as branching 
gained popularity and concentration took 
off with relatively few disruptions. 


The Long and Winding Road 
to Nationwide Branch Banking 


The path of American banking regulation 
demonstrates how politicians respond to 
competing political forces: lobbying by the 
financial industry on the one hand and to 
voters on the other. Each act of legislation 
reflects a balancing of the exigencies of 
economic conditions and the desires of 
banking industry leaders. Frequently, the 
demands and incentives of various politi- 
cal constituencies clash with one another, 
resulting in a patchwork of shifting regu- 
lation that usually seems suboptimal and 
often distorts incentives of both consum- 
ers and banks. This dynamic is clearly vis- 
ible for branch banking regulation. 
Despite near universal acceptance of the 
benefits of branching today, early politi- 
cians feared the power that large banks 
might wield if allowed to branch. Farmers 
and others in more rural areas of the coun- 
try also worried about the power of branch- 
ing to usurp local funds to far away financial 
centers, thus reducing local loan supplies. 
Relatively few states allowed branching 
within their borders before the early 20th 
century. The handful that did were devel- 
oping states that restricted branching by 
the mid-to-late 1800s. For example, in 
1900, there were fewer than 100 branches 
operating outside their headquarters city. 
The limits on branching constrained bank 
concentration, given the large geographical 
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NEW YORK. 
Central National Bank, New York. 


Epwin Lanapon, President. No. 876. CMARLES 8. S. Youna, Cashier. 
Resources. ‘Liabilities. 

Loans and discounts...........---- | $10, 643, 195, 58 Capital stock paid in......-.------ $1, 000, 600. 00 

Overdrafta....-..---.- rereree sree 9,988.60 || Surplusfund...............-..---- 400, 000. 00 
U.S. bonds to secare circulation 60, 000.00 |! Undivided profits, less current 

Uz Ss. bonds to —or deposits 710, 000. 00 expenses and taxes paid ........ 118, 304. 71 - 

U.S. bonds om hand ......-----+----)--+---os-g2s-c0 National-bank notes —" 60, 000. 00 

Premiums on U.S. bond 15, 912. 50 |} — 

Stocks, securities, etc.. ‘ 37. | State-bank notes outstanding.....!....--..-.-- 
Bank’g house, furniture,and fixtures 33, 922. 80 || Duo to other national banks ......- “6, 929, 708. 86 

Other real estate and mortg’s owned 267, 052. 33 || Due to State banks and bankers. . 743, 368. 03 

Due from other national banks....) 1, 717,118.86 |) Due to trust companies and sav- 

Due from State banks and bankers. 46,727.00 || ings banks....-.-.---.---------- 1, 969, 192. 77 

ane fen approveil reserve agents.|,....-- en, Due to approved reserve agents. sprstesctesses : 
nternal-revenue stamps..----..--- , y Dividends ae ee 3,319.16 

Checks and other cash items..-..... 101, 347. 65 |), dividwal de Oe oii | , 

Exchanges for clearing house...... 829, 453.99 || Gertitied checks ...... : 

Bills of other national Kks.....-- 27,055.00 | hited States depos Sta : 

Fractional —! aah — Ch = Depositsof U.S.disbursingoflicers . 


sje 
_ al-tender notes...... -.- 
. certificates of deposit. 


| Notes and bills rediscounted 


Ls peed fund with Treas. U.S. 3, 000. 00 
Due from Treasurer U.S........... 2. 50 |: 
Total -...--.eeeeeeeeceeeeeeee 19, 199, 335.70 | 


stated 
| U.S. bond account >... 


Bills payable. 
Liabilities other than those above | | 


Chase National Bank, New York. 


H. W. Cannon, President. No. 2370. E. J. STALKER, Cashier. 
penta a discounts.........-.--.. $26, 464, pel | Capital stock paid in..._..........| $1, 000, 000. 00 
WOFUALALEB. 240-2. nen seseeen--ae- 4, 996. 47 lusfund........---- el i 
U.S. bonds to secure circulation. .. 800, 000. 00 | Pied wreais, less current lato 
U.S. bonds to secure deposits. ..... 1, 830, 000.00 || “expenses and taxes paid........ 1, 000, 795. 02 
Premiums on U8 bonds .2eccnccccdceeecccei| National-bank notes outstanding.! 800, 000.00 
Stocks, securities, ete.............. 8, 441, 860, v3 || Stato-bank notes outstanding..... | wee eee eee e eee 
Bank’ ghouse, rurniture,and fixtures wesc eesscessess Due to other national banks...... | 16, 701, 534. 04 
Other real estate and mortg’s owned)...............- | Due to State banks and bankers..) 8, 535, 128. 86 

Due from other national banks. -... 746, 882.19 || Due to trust companies and sav- 

Due from State banks and bankers 50,926.59 || inga banks....-..--......--.---- 8, 302, 241. 37 

Due from approved reserve agents.|.....-----.---.- | Due to approved reserve SS l eocaapwetens 

Internal-revenue stamps...-..--.-- 1, 099.45 | Dividends unpaid....-...-.... 

Checks and other cash items...... - 15,525. 84 || dividual deposits 11,856,938. 04 

Exchanges for clearin ng house. .... --| 2,406, 459.95 | Gortined hocks, raeceiase 883, 628. 69 

Bills of other national banks 126, 000. 60 |! CO OUBesss 3 senses ne 

Frachenel currency, nickels,cents 504. 31 peso Dp: ete rolticers | 1, 788, 500, 00 

Specie ..........-.+-. a 447, 310.15 |] -CPositso ULSI OLIGOLE.|--2-+>+--200n- 

Legal tender notes... 4, 152, 480.00 |, Notes aud bills rediscounted......).. 

U.S. certificates of deposit.........|----cess-ssec--+ Bills payable. .-....-..--.-+-------|e+++ssee----+- 

Redemption fund wit Te, U 40, 000. 00 arr aa than those above 

Due from Treasurer U.S....---.--- 10, 000. 00 GAO oacascacnssadcéscanssesacd|<vevecscccacce 

vu. *S. bond account.......-..--.--- 750, 000. 00 

Total .cccscccccsaccccccccses 52, 588, 166.05 |) Total ..cccccccccccccsasccces 52, 538, 166, 05 


Page from Annual Report of the Controller of the Currency, 1900. 


span of the country and the limits to com- 
munication technology until recently. 

The public gradually took a more posi- 
tive view of branching in the early 1900s. 
While states refused to consider cross-state 
branching, some began to allow branching 
within their borders. Most common was 
for states to allow banks to create branches 
in the city or county of its headquarters, 
but a few notable exceptions, such as 
California, allowed branching throughout 
the state. Even the McFadden Act of 1927, 
which allowed nationally chartered banks 
to establish branches if their state allowed, 
limited branches to the location of their 
headquarters. The number of branches 
thus increased over time, but few banks 
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could grow assets substantially. In 1929, 
there were nearly 25,500 banks, yet only 
around 1,000 total branches located out- 
side the headquarters’ city—almost half of 
them in California. 

The Great Depression broke the dam 
on widespread branching. Over the 1930s, 
many states relaxed branching laws and 
allowed wider geographical spread of 
branching. Further, many of the almost 
8,000 banks that closed between 1929 
and 1935 were acquired or merged into 
surviving banks. The number of branches 
outside the headquarters city thus roughly 
doubled to 2,000 as the number of banks 
fell to about 15,000. The combination 
of these factors substantially increased 
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concentration over the decade. The five- 
bank concentration ratio increased from 
10% in 1928 to 17.8% in 1940. Unlike pre- 
vious increases, concentration remained 
relatively high going forward. 

Even though branching laws had loos- 
ened during the 1930s, many constraints 
persisted, but with a major loophole: the 
bank holding company. These entities 
could acquire banks across state borders, 
and after WWII, banks exploiting the form 
to grow swiftly. The Bank Holding Com- 
pany Act of 1956, along with subsequent 
revisions, aimed to bridge some of the 
regulatory gaps and increase supervision. 
It imposed new regulatory hurdles on 
consolidation, such as prohibiting bank 
holding companies from acquiring banks 
in different states. This effectively limited 
many of the advantages of holding compa- 
nies and pushed more banks to once again 
embrace traditional branching. The num- 
ber of non-headquarter city branches grew 
from roughly 2,500 to 5,300 over the 1950s. 

The late 1970s and 1980s saw a tide 
of liberalization in branching regula- 
tions across states, and some even forged 
bilateral partnerships, enabling banks to 
branch across borders. The liberalization 
culminated in the Riegle Neal Interstate 
Banking and Branching Efficiency Act 
of 1994, which eliminated most restric- 
tions on interstate bank acquisitions and 
provided a uniform set of rules across 
states. Consequently, it ushered in an era 
of consolidation, such that between 1993 
and 2008, the five-bank concentration 
measure rose from 17.2% to 48.7%, far 
outpacing the growth of concentration in 
previous periods. 


The Role of the Business Cycle: 
Asset Booms and Banking Crises 


The long-run concentration trends in 
the banking industry largely align with 
branching regulations, but short-run pat- 
terns often correspond to banking crises. 
Widespread bank failures directly reduce 
the number of banks and shrink the total 
asset pool, but economic turmoil also 
tends to send depositors fleeing for the 
safety of the largest banks, which also tend 
to be more likely to survive a panic. 

In the early 1840s, a spike in concentra- 
tion followed the fallout from the Panics of 
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1837 and 1839. Jackson’s veto of the Second 
Bank of the United States and subsequent 
withdrawal of federal funds triggered a 
nationwide banking panic, after which a 
series of state government defaults led to a 
second suspension of banks in 1839. While 
most large Northeastern banks weathered 
the storm, many banks across the nation 
failed. The ramping up of railroad building 
the 1850s, and the passage of Free Banking 
Laws, returned the system to its previous 
trend of bank entry and branching. 
Similarly, post-World War I bank insta- 
bility drove an increase in concentra- 
tion in the mid- to late-1920s. European 
demand for US crops during the war 
led to price increases, driving borrowing 
and land purchases. However, post-war, 
European farmers returned to their fields, 
causing a domino effect of plummeting 
crop prices, farmer bankruptcies and bank 
failures. Additionally, the land booms of 


the 1920s, exemplified by the Florida land 
boom, led to rapid growth and specula- 
tive frenzy. Banks overextended credit to 
developers, and when the unsustainable 
market collapsed in 1926, it caused wide- 
spread bank and business closures. 
Concentration temporarily spiked 
again in the mid-1970s to early 1980s. 
The OAPEC oil embargo in 1973 caused 
a sharp rise in oil prices and spurred 
excessive lending among many banks, 
especially in the southwestern oil states. 
Broader inflation and economic upheaval 
throughout the 1970s destabilized the 
banking sector. However, larger banks, 
such as Chase Manhattan Bank (now part 
of JP Morgan Chase), Citibank (now Citi- 
group) and Bank of America, were better 
equipped to weather these shocks. Each 
acquired several struggling banks, sig- 
nificantly increasing market share of the 
top five banks. Concentration returned to 
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its late-1960s levels once inflation began 
declining in the early 1980s. 

However, not every financial panic 
resulted in increased concentration. In 
some cases, such as the Panics of 1857, 
1873, 1893/6 and 1907, concentration only 
increased slightly. These crises originated 
in or disproportionately affected the larg- 
est financial markets that were populated 
by large banks that weathered the financial 
storms. The more recent Global Financial 
Crisis of 2007-2008 also generated no 
increase in concentration, and the subse- 
quent Dodd-Frank Wall Street Reform 
and Consumer Protection Act of 2010 
may have slightly reduced concentration 
by curbing the profitability of off-bal- 
ance sheet operations and the associated 
advantages for large banks. 

These examples illustrate the variable 
effects of financial crises on concentration, 
and the role that broader economic condi- 
tions leading up to and emerging from 
these crises influence the resulting patterns 
of concentration in the banking industry. 


Conclusions 


The contrasting fates of SVB and JP Mor- 
gan highlight the challenge of balancing 
beneficial banking activities and risk-tak- 
ing while implementing necessary safe- 
guards. The historical concentration of 
banking in the United States has been 
influenced by economic and political 
changes, with deregulation of branching 
leading to increased concentration over 
time. Financial crises have also played a 
role, resulting in higher concentration as 
smaller banks were acquired or closed. 
Although historical studies have eluci- 
dated the causes of the recent rise in bank 
concentration in the United States, more 
work is needed to understand the impact 
on systemic risk, efficiency and competi- 
tion of large oligopolistic banks. These 
banks tend to be stable and efficient, bene- 
fiting from diversification, scale and market 
dominance, and studies have pointed to the 
success of Canada’s concentrated banking 
system compared to the United States. 
However, concentration also poses sys- 
temic risks, as seen during the Global 
Financial Crisis and the recent failures of 
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Margaret Swain 
Getchell LaForge 


By Stephanie Forshee 


WHEN RowLanp H. Macy opened a dry 
goods store in New York City on Octo- 
ber 28, 1858, first day sales totaled $11.06. 
One decade later, annual sales for the 
West 14th Street store! were in the mil- 
lions of dollars. So what was his secret 
weapon? Some could argue it was his 
aggressive advertising. Some might say it 
was his introduction of fixed pricing. Oth- 
ers know he owed a lot of his success to a 
woman named Margaret Getchell. 

At age 19, Getchell arrived at R.H. 
Macy’s in September 1860 asking for a 
job. Though she and Macy had never been 
introduced prior to this meeting, they 
were distant cousins and both were raised 
on the island of Nantucket. 


A Nantucket Force 


Margaret Swain Getchell was born in 
Fairhaven, Massachusetts, on July 16, 
1841 to Phebe Ann Pinkham and Barzillai 
Getchell. Her father, originally from Maine, 
was never a major part of her life, as he 
abandoned the family when Margaret was 
only a toddler. Her mother was a native of 
Nantucket and among the strong women 
who ruled the island while many of the 
men were out to sea on whaling voyages. 
Phebe was a divorcee long before it was 
commonplace, and she raised her girls 
Rebecca, Susan and Margaret with the help 
of her mother and brother on Nantucket. 
She also had a son, George, who only lived 
to be a few months old. 

“It is no surprise that she grew up on 
Nantucket during the mid-1800s, where 
there were many strong, educated and 
independent women who succeeded in a 
man’s world,” wrote Barbara Ann White, 
a Nantucket schoolteacher and author of 
several books focused on Nantucket, in a 
blurb for the children’s biography Hidden 
Gems: Margaret Getchell LaForge. 

Getchell’s childhood wasn’t always 
pleasant, and yet she thrived. She was 
involved in a childhood accident at 12 
years old that left her partially blind in 
one eye. Even so, her schoolwork never 
suffered and she led a mostly normal life 
despite the traumas she endured. At 16 


Photograph of a portrait of Margaret Getchell 
LaForge belonging to her great great grandson. 


years old, she graduated high school on 
Nantucket and went on to teach math- 
ematics on her native island and later in 
New Jersey and New York. 

Getchell’s childhood eye injury led to a 
career pivot that transformed her life and 
the course of business history. After work- 
ing as a schoolteacher at three schools in 
as many years, the pain in her right eye 
became insufferable. At the recommenda- 
tion of her doctor, she opted for surgery to 
have her eye removed and replaced with a 
prosthetic one. 

Grading her students’ work by candle- 
light was taxing on her vision. The sur- 
geon’s recommendation? A career change. 
He told her that she needn’t put so much 
strain on her functioning eye. 

During her recovery over the summer of 
1860, she thought about what might be next 
for her. She ultimately decided to try her 
hand at retail. Her distant cousin, Macy, 
had opened a dry goods store in New York 
a couple of years earlier, and it was doing 
pretty well, compared to his earlier ven- 
tures in California and Massachusetts. 

Getchell paid her cousin a visit to 
inquire about a job and emphasized her 
proficiency with numbers, which is what 
landed her a position as a cash clerk. 


In Store for a Change 


“Macy’s storied history of strong female 
leadership dates back to 1860,” said Macy’s 
CEO Jeff Gennette, in a 2019 press release 
about the store’s female C-suite leaders 
of today, noting that year is when Getch- 
ell came on board to the store and was 
“working directly with R-H. Macy.” 

Paula Price, who served as the executive 
vice president and chief financial officer at 
Macy’s Inc. from 2018 to 2020, described 
Getchell as “a woman who overcame adver- 
sity and found her towering strength in 
merchandising.” Towering strength indeed. 

Macy was immediately impressed by 
Getchell’s knack for numbers. In the early 
1860s, well before the cash register was 
patented in 1879, she and her colleagues 
relied on manual accounting through- 
out the entire store. Getchell had a cash 
drawer that was always in meticulous 
order. Before long, she was training cash 
girls, as they were called, to handle cash in 
the same fashion. 

Getchell was described by others as cor- 
dial and charming, but she took her work 
seriously. After three years as a cash clerk 


Portrait of Rowland H. Macy. 


making about $2.50 per week, she was 
promoted to head bookkeeper. 

“Don’t ever cross out a figure or change 
it, no matter what seems to be the logical 
reason in your own mind,” Getchell would 
tell her trainees. “The very act implies 
dishonesty.” 

This gave her a reputation as “a tireless 
worker with an eagle eye for the faults 
and mistakes of the employees,” according 
to an account from her colleague, Cora 
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The original home of R.H. Macy on 14th Street 
in New York City, 1880. 


Crossman, who led the mail order depart- 
ment. Still, Crossman and others respected 
Getchell, who she described as “rather 
severe, I should say, but gracious, too, and 
very clever. A wonderful woman!” 


Beyond Numbers 


Being such a standout employee and the 
cousin of Macy, Getchell naturally grew 
closer to him and his wife, Louisa. For a 


— —y 


Importers, ManufacturerssRetatlers—- 
wfoAvoetZ trto [St Nee 


€ 


Cover of the 1890 R.H. Macy catalog. 
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The New York Historical Society 


Getchell’s Apothecary 


For special occasions and company anniversaries, Macy’s has leaned into its history 
and highlighted Getchell’s accomplishments. For instance, for the retailer's 150th 
anniversary in 2009, Getchell was highlighted in an advertisement that promoted 


the store's rich history. 


On its corporate website, Macy's touts that: “Macy's was the first retailer to promote 
a woman, Margaret Getchell, to an executive position, making business history.’ So, 
in 2020, when the famous department store rolled out its new concept, Market by 

Macy's—a condensed version of its regular stores—it gave a huge nod to Getchell. 


A bright seafoam green section within the smaller version of the famous store, 
named “Getchell’s Apothecary,’ was categorized by type of products, instead of by 
brand. And the apothecary had a sign sharing with customers how Getchell contrib- 


uted to the department store. 


Unfortunately, the timing of the concept’s launch came right as global shutdowns 


of physical spaces were occurring at the onset of the COVID-19 pandemic. It 


didn't help the brand's success. Months later, Market by Macy's Southlake in Texas 
underwent renovations “to create a brighter, more open shopping environment,’ a 
Macy's spokesperson explained in a 2021 email. As a result of these renovations and 
learnings from scaling the new concept, the store will no longer have a dedicated 
Getchell’s Apothecary.’ Instead, the store was changed to feature a self-service, open 
concept expanded beauty and self-care department. 


While Getchell’s Apothecary was the most recent nod to Getchell, Macy's honored the 
LaForge name as early as the 1870s, when it introduced LaForge kid skin gloves. And, 
in 1902—after Margaret and Abiel’s deaths—Macy's introduced a line of LaForge & Val- 
entine pocket watches, a throwback to an 1877 plan following Macy's death when the 
store was slated to be renamed after his two business partners and successors (but 
ultimately was not). In later decades, Macy's sold a line of LaForge wristwatches, too. 


time, she even lived with the couple. She 
also cozied up to the idea that her career 
might entail more than just numbers. 
Getchell constantly suggested new mer- 
chandise and departments to add at R.H. 
Macy’s. When she first arrived at the store 
back in 1860, the dry goods store sold lim- 
ited items including hats, gloves, ribbon 
and lace, but it was far from a full-fledged 
department store. She recommended that 
the store add goods like soaps, perfumes, 
picnic supplies, sporting goods, ice skates 
and fresh flowers. She also suggested the 
addition of toy and books departments. 
Customers were captivated by the 
extravagant selection. In one instance, a 
shopper asked Getchell if there was any- 
thing that Macy’s wouldn’t sell, to which 
she reportedly responded: “Yes, coffins.” 
As second-in-command of the store, 
she loved “putting a bug” in Macy’s ear, 
and he always took her ideas seriously. She 
eventually made history in 1866 when she 


was named superintendent of the store, 
overseeing nearly 200 employees. 

Getchell had a saying: “Be everywhere. 
Do everything. And never fail to astonish 
the customer.” And astonish them she did. 

She loved a good publicity stunt. “Miss 
Getchell lived before Mickey Mouse and 
helium gas, but she had the right idea,” 
one magazine said of her. One time, to 
attract customers she dressed two cats 
in baby doll clothing and placed them in 
prams to get the attention of customers. 

She always knew just what shoppers 
wanted. When soda fountains were 
becoming all the rage in Europe, Macy 
wanted a soda fountain in his store, too. 
Getchell suggested that it be placed toward 
the back of the store so that customers 
would have to walk by rows of other mer- 
chandise before reaching their destination 
to grab a cup of soda. This marketing ploy 
is, of course, used by nearly every major 
retailer today. 


36 FINANCIAL HISTORY | Summer 2023 | www.MoAF.org 


Getchell is also credited with coming 
up with Macy’s iconic red star logo. Macy 
had a red star tattoo on his wrist, which 
he had gotten during his days as a sailor. 
Getchell insisted that R-H. Macy’s place 
red stars on all company letterhead, price 
tags, advertisements and even outside of 
the building itself. 

“Miss Getchell’s striking ability con- 
vinced Captain Macy of women’s value 
in business,” recalled Crossman in a 1933 
interview about the store’s 75th anniver- 
sary. Crossman noted that Macy hired 
women whenever possible, after seeing 
firsthand how well Getchell had performed 
in her role. Indeed, the next two superin- 
tendents of R.H. Macy’s were both female. 

Getchell stepped down as R.H. Macy’s 
superintendent in 1870 as she began to 
have children with her husband and col- 
league, Abiel LaForge.’ 

Randolph Jones, the great great grand- 
son of Margaret and Abiel, said he believes 
that Margaret “was smart, knew how to 
read people and had a strong business 
sense when even the notion of ‘business 
sense’ was still being developed.” 

He acknowledges that Getchell’s 
achievements also speak highly of her 
boss, Rowland Macy. “Margaret should 
be remembered for what she did, not so 
much for the fact that she did it, but for 
the fact that she was allowed to do it.” 

Even in the 1860s, Jones says, Getchell 
was “far from the first woman to be smart, 
intuitive and sensible. Imagine what this 
world could be like if women throughout 
history hadn’t been prevented from con- 
tributing in the ways that Rowland Macy 
allowed Margaret to contribute.” 

As for Margaret, she thrived in her posi- 
tion of the second highest role of the store 
and was respected by most anyone who 
knew her, but she never made it to the top 
role within the New York company. 

In fact, her husband, who started as a 
lace buyer with the company, was selected 
by Macy as a partner, giving him a stake 
in the company. It had been rumored that 
Getchell might be considered for the part- 
nership, but alas, she was not. And when 
LaForge was chosen as a partner, her 
compensation was discontinued. Macy 
had reportedly rationalized that LaForge’s 
partnership would be beneficial for both 
he and his wife, so she would no longer 
receive her regular wages. 

The closest Getchell got to leading the 
store was in 1873 when Macy, his nephew 


and partner in the store, Robert Valen- 
tine, and LaForge went on an overseas 
buying trip. While the Macy’s partners 
were in Europe for three months, Getch- 
ell was holding down the fort at home 
in New York. For the first time, she was 
tasked with leading the entire store. 

“There is not another woman in Amer- 
ica who could do it,” LaForge wrote in a 
letter about his wife’s leadership. But her 
time in charge lasted only a few months. 
It would be more than a decade later 
before another female would be appointed 
to the top executive role within a major 
establishment.’ 

Gennette, Macy’s current CEO who 
is openly gay, said in 2019 that diversity 
and inclusion are core to the company’s 
success and that Getchell’s tenure as a 
female leader within the store is “a legacy 
we are very proud of and [a] track record 
we intend to continue... With a customer 
base that is largely female, it is imperative 
to our business that our executive ranks 
reflect the communities we serve.” 

Gennette announced in March that he 
will retire in February 2024. He will be suc- 
ceeded by Tony Spring. To this day, Macy’s 
has yet to have a female CEO. And the 
company is not alone. Although progress 
has been made within the retail industry, 
the vast majority of CEOs are still male. 

Macy’s ranks 22nd on the National Retail 
Federation’s list of top retailers ranked by 
sales volume. On the list of Top 100 retail- 
ers, only 11 are led by women. There’s Roz 
Brewer at Walgreen’s, Barbara Rentler at 
Ross Stores, Mary Dillon at FootLocker, 
Karen Lynch at Costco, Corie Barry at Best 
Buy, Elizabeth Burr at Rite Aid, Lauren 
Hobart at Dick’s Sporting Goods, Col- 
leen Wegman at Wegmans Food Market, 
Virginia Drosos at Signet Jewelers, Gina 
Boswell at Bath & Body Works and Joanne 
Crevoiserat at Tapestry. 

That list might be shorter, were it not 
for the accomplishments of Margaret 
Getchell LaForge. 


Final Resting Place 


Getchell lived with rheumatoid arthritis 
for much of her adult life, so she was no 
stranger to pain. After Macy and LaForge 
passed away in 1877 and 1878, respectively, 
her own health declined. She suffered 
immense nerve pain, as well as pain in 
her abdomen. In the latter part of 1879, it 
became unbearable. 
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The LaForge plot at Woodlawn Cemetery, Bronx, New York. 


On January 25, 1880, Getchell fell into 
a coma from which she would not awake. 
She passed away at home, with family by 
her side. She was laid to rest under a tall 
“LaForge” grave marker directly next to 
Abiel’s grave at Woodlawn Cemetery.* His 
gravestone is marked, “Husband,” while 
hers says, “Mother.” 

Visitors to Woodlawn will see that 
Getchell’s gravestone actually has a wrong 
number etched upon it. Instead of iden- 
tifying her birthday as July 16, 1841, it 
incorrectly states she was born in 1842. 


One theory is that a family member chose 
to change the date so it looked like she 
was younger than her husband. Although 
Getchell was only a few months older than 
her spouse, it was a subject that made her 
terribly self-conscious, according to a let- 
ter written by her daughter. Or, it could 
have been a simple mistake. 

Either way, it’s regrettable that a woman 
who dedicated her entire life to the accu- 
racy of numbers has a tombstone with the 
incorrect birth year on it. $ 
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Stephanie Forshee, photographer 


Stephanie Forshee is the finance edi- 
tor at LinkedIn News, and her byline 
has appeared in The Wall Street Jour- 
nal, Morning Brew, Forbes.com, The 
Financial Times, Newsday, Backstage 
and other media outlets. She is also the 
creator of Hidden Gems for Kids, a 
children’s book series about forgotten 
women in business. Her first children’s 
book, Hidden Gems: Margaret Getchell 
LaForge, was published by Archway Pub- 
lishing in July 2023. 


Notes 


1. The original Macy’s building in New York 
was on West 14th Street near the corner 
of 6th Avenue. On the West 14th Street 
side of the building, remnants of the R.H. 
Macy’s logo can still be seen, although 
it’s barely visible. In 2011, the site was 
proposed as a historic landmark. Visitors 
seeking a peek of the original Macy’s store 
will have better luck going to the other 
side of the street, where the store once 
was. On West 13th Street, onlookers will 
find stunning red stars on an old brick 
building that is now The New School 


University’s Arnold Hall. The red stars 
were the brainchild of Margaret Getchell 
LaForge. 


Margaret Getchell did assume her hus- 
band’s last name, and was known for 
the rest of her life as Margaret Getchell 
LaForge. However, for the sake of consis- 
tency, this article will continue to refer to 
her as her “Getchell” and her husband as 
“LaForge.” 


Anna Sutherland Bissell is believed to be 
America’s first female CEO of a major 
organization. After working alongside her 
husband, Melville, at their carpet sweeper 
company for 13 years in the top marketing 
position, Anna took over leadership of 
the company when Melville passed away 
in 1889. 


Woodlawn Cemetery in the Bronx, New 
York, is the burial ground for many 
prominent men and women, including 
pioneering investigative journalist Nellie 
Bly, suffragette Elizabeth Cady Stanton, 
haircare entrepreneur and first Black mil- 
lionaire Madam C.J. Walker, Joseph Pulit- 
zer and Alva Vanderbilt. 
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The Rise of the Megabanks 


Continued from page 33 


large, regional banks, when larger banks 
required government support. Historical 
patterns of government intervention, like 
the FDIC’s “Essentiality Doctrine,” have 
facilitated bailouts to maintain banking 
services in communities. This protection 
can lead to risky behavior by large banks, 
increasing their overall risk profiles and 
inhibiting competitive pressure. 

Understanding these patterns and trad- 
eoffs is crucial for enacting suitable mea- 
sures that strike a balance between a stable 
banking sector with mitigating the risks of 
excessive concentration. The overarching 
objective of regulation should be to pre- 
vent situations like those that sunk SVB 
and led to the further expansion of JP 
Morgan this past spring. 

So, is Mr. Dimon right? Historical 
research may hold (at least part of) the 
answer. $ 


Carolin Fohin is a professor of economics 
at Emory University and research fellow 
at CEPR London and SAFE Frankfurt. 
She is an expert in financial and eco- 
nomic history and the author of Mobiliz- 
ing Money: How the World’s Richest 
Nations Financed Industrial Growth 
and Finance Capitalism and Germany’s 
Rise to Industrial Power. 


Matthew Jaremski is the F. Ross Peterson 
Endowed Professor of Economic History 
at Utah State and a Research Associate 
of the NBER. His research focuses on 
understanding the financial dynamics 
that underlie or follow macroeconomic 
events. 


Derrick Tran, an economics graduate 
from Emory University, is a scholar of 
financial economics. 
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Before the Gilded Age: 
W.W. Corcoran and the Rise 
of American Capital and Culture 


By Mark L. Goldstein 
Georgetown University Press 
266 pages with illustrations, 
notes and index 

$29.95 


STUDENTS OF American financial and busi- 
ness history have no shortage of fascinating 
characters and sagas to explore. Visionar- 
ies and villains, great men and grifters, 
stunning successes and salacious scandals. 
Lots to choose from. And lest you think 
this is all in the past, as I write this two 
of America’s richest men have apparently 
challenged each other to a cage match! 
Amid such silliness, we might forget 
that business, banking and finance were 
traditionally identified with steadiness 
and sobriety. Mark L. Goldstein, a senior 
US civil servant, in his book Before the 
Gilded Age: W.W. Corcoran and the Rise of 
American Capital and Culture, reminds us 
of such old-fashioned values as he chron- 
icles the life of William Wilson Corco- 
ran. Corcoran grew rich in pre-Civil War 
Washington, DC, dealing in government 


debt and real estate. Deeply embedded 
in the social and political life of the capi- 
tal, and moving easily between Northern 
and Southern power brokers, Corcoran 
amassed a fortune and helped change the 
cultural face of DC. 

After an odd Introduction (which can 
be skipped), Goldstein places Corcoran (b. 
1798) in the genteel, slow-moving society 
of Washington’s Georgetown neighbor- 
hood. Corcoran started out as a store 
owner and manager of his family’s real 
estate holdings. The author reminds us 
rightly that dealing in property in DC 
at the that time involved an active trade 
in the buying and selling of humans. 
Corcoran owned slaves and was comfort- 
able with the institution and profits made 
therefrom. After a series of business ups 
and downs through 1820-30s, Corcoran 
acted in the vacuum created after Andrew 
Jackson killed the Second Bank of the 
United States, and he created Corcoran & 
Riggs, a bank and brokerage. 

By the 1840s, Corcoran was at the cen- 
ter of overlapping networks of senators, 
congressmen, military officers and Trea- 
sury Department officials. At one point, 
Goldstein writes, Corcoran’s bank was 
responsible for receiving and admin- 
istering a large portion of the salaries 
of key members of the US government. 
Corcoran’s bank “forgave” loans to many 
big names of the time, including Daniel 
Webster. Reading about Corcoran’s rela- 
tionship with Secretary of the Treasury 
Robert Walker—who seems to have for- 
gotten about $1 million in bonds left in the 
basement of Corcoran’s bank—gives new 
meaning to “crony capitalism.” 

War is often good business, and Corco- 
ran was in the perfect spot to profit from 
the Polk administration’s need for fast 
cash to wage war with Mexico in 1845. He 
both advised on (pumping up the coupon 
rate) and brokered the war bonds using 
his merchant banking contacts in New 
York, Boston, Philadelphia, etc. Corcoran 
also convinced investors in Europe, who 
had been burned by US state defaults in 
the 1830s, to take up the US paper, essen- 
tially re-opening the market for US debt. 
Goldstein properly positions Corcoran 


as a forerunner of financing approaches 
taken later during the Civil War. 

Things changed in DC in the 1850s. 
By that time, Corcoran was wealthy and 
expanded his real estate holdings, private 
philanthropies and art collection activi- 
ties. He began work in 1859 on what would 
become his most enduring legacy—the 
Corcoran Gallery—which was among the 
first bespoke art galleries in the United 
States. 

However, things got too hot for Corco- 
ran in DC as the Civil War opened. He 
had been close to prominent Southerners 
like Robert E. Lee and Jefferson Davis, and 
he remained sympathetic to the Southern 
Cause. In 1862, Corcoran sold what he 
could, packed up his gold and moved to 
Europe until soon after the War ended. 
He lived until 1888, long enough to see the 
beginnings of the exponential growth in 
US wealth. 

Goldstein has done good service, illu- 
minating the life of an interesting finan- 
cier during a time in American business 
history that gets too little attention. The 
author makes it clear many, many times 
that Corcoran benefitted from being male, 
white and privileged. This is unsurpris- 
ing. Corcoran was clearly a risk taker, and 
able to juggle disparate personalities to his 
own credit in a town where long careers 
are a rarity. Monetary “generosity” (read 
bribery) certainly helped, but I would have 
liked to learn more details about his finan- 
cial and sales skills. The title is a little too 
grand for the effect that Corcoran actually 
had on American finance. 

In 1871, Corcoran threw a lavish fun- 
draiser in the soon-to-be-completed 
Corcoran Gallery. Just a few years after 
high-tailing it out of town because of 
his Confederate sympathies, Corcoran’s 
guests included President Grant, General 
Sherman and a host of other DC glitterati. 
A remarkable re-invention, yes, but then 
again that’s Washington, DC. $ 


James P. Prout is a lawyer with more 
than 30 years of capital market experi- 
ence. He now is a consultant to some of 
the world’s biggest public companies. He 
can be reached at jpprout@gmail.com. 
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1. What 19th century financier is best 
known today for his founding of an 
art gallery in Washington, DC? 


2. Which bank's disappearance in 1811 
created a void in the credit markets 
that was a factor in causing the Panic 
of 1819? 


3. Which British laws, enacted in 1815, 
placed steep tariffs on US agricultural 
exports? 


4. Which 20th century President was 
known for his frugality to the point 
that he regulated the pencil usage of 
government employees? 


5. What classic book did Charles Mackay 
write in 1841, in which he likened 
market manias to sudden seizures? 
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6. What Philadelphia banking titan’s 
company collapsed, sparking the 
Panic of 1873? 


7. Who coined the term “Black Swan” 
o describe the cause of tailspins in 
financial markets? 


8. Who coined the term “Dragon Kings” 
o describe the cause of tailspins in 
financial markets? 


9. What 18th century philosopher 
described interest as the “price 
of anxiety”? 


10. What 19th century woman was the 
first female retail business executive? 
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VIDEO SERIES 


- Origins of the Museum of American Finance 
¢ Exhibit Support and Funding 
¢- Commitment to Financial Education 
¢ Managing Adversity 
- Digitization and Virtual Programming 
- Legacy and Future of the Museum 
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Financial.Education Series for Adults 


— 


Join the Museum of American Finance, in partnership with the New York Public 
Library’s Thomas Yoseloff Business Center, for a free eight-part virtual series 
on investing. Designed to lead you through basic investment concepts, the series 
aims to provide participants with a greater understanding of what professional 
investors look for when reviewing stocks, bonds, mutual funds and options. 


The speakers include investment specialists from the Financial Industry 
Regulatory Authority (FINRA) and the Securities and Exchange Commission 
(SEC), distinguished professors and Wall Street investment professionals. The 
series begins on July 11 at noon and continues each Tuesday at noon through 
August 29. Each program will build on the knowledge you have gained in the 
previous session! Participants are welcome to register for individual programs. 


Programs Include: 


The Business of Personal Finance: How to Improve Financial Wellness 
Investing in Stocks: Analysis 
An Introduction to Investing in Stocks 
Investing in Bonds 
Economic and Investment Outlook 
Understanding Mutual Funds & ETFs 
Equity Options: Core Concepts and Terms 
Origins of the Capital Markets 


All above events are FREE. Registration is required. 
Registered guests will receive virtual event details prior to the program. 


Register today for any or all of the programs at: 
www.moaf.org/InvestingAtoZ 
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